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If you are planning a new bank 
building, you ought to read... - 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 





Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 

You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 


Within five days after its receipt I will send you $7.50 in 
full payment or return the book. on 





approval 
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ITH this issue FREDERICK MUELLER, JR., concludes 

his valuable series of articles on “Losses in Bank 

Earning Assets.” To reduce losses in earning assets, 

Mr. Mueller concludes, is a challenge to American 

bank management and “will only be effected by the 
banking fraternity in its consistent use of the control of short term 
‘apital, and a more highly developed selectivity in choosing the 
investment portfolio.” By “control of short term credit’? the 
author refers to the ability of the commercial banker to exercise 
a certain measure of control and influence over his creditors at the 
maturity of his short-term loans. While it is true that many short 
term loans are renewed many times, it is also true that every 
renewal date gives the banker the opportunity to re-examine the 
credit standing of his borrower and to exercise whatever force may 
be necessary to regulate any bad situation which may have arisen. 
This factor of control is of course absent from long-term credits 
such as appear in the bond account and where the banker has no 
option other than to sell at the market or wait for a far-distant 


maturity. Mr. Mueller’s articles will be published ‘shortly in book 
form. 


THE investment problems relating to funds left in trust become 
more and more complicated. Banks doing a trust business are 
giving increasing attention to investment analysis. The depart- 
ments performing this function are growing in size and impor- 
tance. But the real problem of any trust administrator is to con- 
serve the assets intrusted to his care. In an article entitled “Some 
Trust Investment Problems” Braurorr R. L. Newsom tells how 
the modern trust investment committee approaches its problems. 
He also takes up the inflation “bugaboo” and the temptation to 
buy common stocks with which some trust officers are flirting. 


In 1877 JoserpH D. Homes, profoundly moved and impressed 
with the chaotic conditions brought about by the panic of 1873, 
wrote an article in which he expressed his views on the. situation 
and pointed out how the alarming increase in debts had been the 
basie cause for the economic upheaval of that time. Like many 
another writer, having relieved his mind of these burdensome 
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thoughts he left the manuscript in his desk and did nothing with 
it. A short time ago a re-reading of what he had written in 1877 
impressed Mr. Holmes with the remarkable similarity between 
the conditions which existed then and those which are prevalent 
today. THE BaNnKERS MAGAZINE is privileged to publish this 
article now for the first time fifty-seven years after it was first 
written. It appears in this issue under the title “The Debtor Class.” 
Mr. Holmes describes himself as “optimistic, critical and interested 
in all plans and endeavors for the betterment of humanity.” 


Durine the past few years bankers have been accused as a group 
éf incompetence, dishonesty and lack of ethics, efficiency and fore- 
sight. In the face of this attack most of them have remained 
silent. Meanwhile the politician has become increasingly vocal and 
the socialization of banking comes nearer and nearer. What can 
the banker do about it? R. E. Doan in an artilce entitled “Silence 
Is Not Always Golden” suggests a program of publicity before it 
is too late. Mr. Doan is an authority on bank public relations 
and is a frequent contributor to THe Bankers MaGazIneE and 
other banking publications. 


THE real significance of the Administration’s silver program seems 
to have escaped attention. The potential inflation which is possible 
through the continued purchase of silver by means of newly issued 
currency is of staggering proportions and may be as much as ten 
times the new currency issued. While it is true that the new cur- 
rency issued in payment for silver will probably not add appre- 
ciably to the circulating money of the country it will find its way 
into the banks and further increase bank reserves. The latest 
monetary program of the Administration means further deprecia- 
tion of the dollar and further complication of our already burden- 
some economic difficulties. This is the gist of an article entitled 
“Inflation via Silver” in this issue by E. C. Harwoop. Mr. Har- 
wood is director of the American Institute for Economic Research 
in Cambridge, Mass. 


Reapers of THE BANKERS MAGAZINE will be interested to know 
that the Eighth Edition of “The Practical Work of a Bank” by 
William H. Kniffin will be out this month. This book which was 
first published in 1914 is one of the most popular books on bank- 
ing ever written. The new edition has been completely revised. 
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THE PRIMING OF THE PUMP 


has been going on commonly desig- 

nated as “priming of the pump.” 
This process consists of pouring prac- 
tically an unlimited amount of money 
and credit into various schemes, mostly 
governmental in their origin, and with 
the laudable object of restarting indus- 
try and trade, and of restoring confi- 
dence. Even the most ardent friends 
cf this policy can but feel sorely dis- 
appointed at the scant success of this 
policy thus far. The pump has failed 
to work, or at arly rate its working is 
both wheezy and intermittent. 

One of the latest attempts in the di- 
rection indicated, and probably the most 
hopeful, is the effort to start home reno- 
vation. The plan is for the banks to 
advance the credit necessary for this 
work, to those properly qualified, the 
Federal Government to guarantee such 
credits to the extent of 20 per cent. 
From present indications the banks are 
prepared to afford full co-operation in 
the carrying out of this plan, and strong 
hopes are entertained for its success. 

While the granting of credit for this 
purpose is not in accord with the ortho- 
dox conception of commercial banking, 
it may be justified, as is being urged in 
so many other instances by the exigencies 
of the situation. At any rate, the par- 
ticipation of the banks in this plan is 
less objectionable than the making of 
loans on real estate, something author- 
ized by the existing laws. 

Private initiative on work of this kind 
has not come forward, and for a variety 
of reasons. The principal reasons being 
that, under prevailing conditions, labor 
and the cost of materials were high and 
credit was not available at reasonable 
rates, if at all. Now with the govern- 


Fo: a good while now a process 


mental guaranty of a substanial part of 
the credit, which is to be supplied at a 
moderate rate, it is hoped that a con- 
siderable activity in home reconstruction 
will shortly be witnessed. 

Many of the efforts at pump-priming 
have turned out to be futile, and some 
of them worse than that. But here at 
last we have a policy that seems in- 
herently sound and that promises to be 
of positive help in aiding the long- 
delayed process of recovery. 

It is gratifying to note the response 
the banks of the country are making in 
assisting in this movement for recovery. 


“THE PROSPERITY OF THE 
INSTITUTION” 


The keen, steady, and, as it were, mag- 
netic sense of their own interest as pro- 
prietors, in the directors of a bank, point- 
ing invariably to its true pole—the pros- 
perity of the institution—is the only security 
that can always be relied upon for a care- 
ful and prudent administration. It is, there- 
fore, the only basis on which an enlightened, 
unqualified and permanent confidence can be 
expected to be erected and maintained.— 
Alexander Hamilton. 


O apology is offered for giving 
N prominence to the above state- 
ment, extracted from “Papers on 
Public Credit, Commerce and Finance,” 
by Alexander Hamilton, published by 
Columbia University Press, New York. 
True enough, it runs counter to the pre- 
vailing palaver about the immorality of 
the profit motive in banking and busi- 
ness in general, and omits the banking 
ballyhoo that safety of deposits must 
always be the bank’s first consideration; 
it is sound doctrine nevertheless. 
Hamilton tersely stated a cardinal 
principle applicable to banking—the 
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prosperity of the institution. This pros- 
perity, obviously enough, implies safety 
—not only to depositors, but to the 
proprietors. And when the proprietors 
are duly mindful of their own interests, 
depositors will never suffer. 

After all, the people who put up the 
money to start a bank are entitled to 
have their interests and safety made 
paramount in the management of the 
institution. This done, the protection 


of depositors automatically follows. 


A TROUBLED PERIOD 


HAT the departing summer has 
been a troubled period is too ob- 
vious a fact to require elabora- 
tion. Europe has been in a turmoil, 
and our own land has experienced a 
number of serious strikes. And many 
of the methods of the New Deal are 
giving rise to deep questioning as to 
their efficacy and freedom from harm- 
ful results. On top of all this has come 
a drouth, in several parts of the country, 
of unprecedented proportions. These 
conditions have further tended to dis- 
turb confidence, whose basis for a long 
time has been none too secure. 

In the face of a situation like this it 
becomes extremely difficult to look for- 
ward to a better day when these dark 
clouds shall have disappeared. But in 
troubled times, like the present, it is 
especially desirable that faith in the 
future shall not be completely destroyed 
either by the severity of the situation 
itself or by the gloomy forebodings of 
the prophets of despair. To prevent 
such a state of mind from becoming 
widespread the banker has an obvious 
duty. Along with other divisions of 
business, he has suffered, and can there- 
fore speak out of the direful experience 
of the past. He has not lost faith in 
his country or its people. Though the 
prolonged depression has decimated the 
banks numerically by some 50 per cent., 
those that remain are strong and safe, 
and they are carrying on, and if not 
quite so liberal in their lending policies 
as some would wish, are measurably 
meeting the legitimate requirements for 
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the extension of credit. If their policy 
is now more cautious than it has been 
in the past, this should not occasion sur- 
prise or criticism, considering the ill ef- 
fects of a more liberal policy in the past. 

Surely, not in the recent history of 
the country has there been a greater 
need of patience, calmness and co- 
operation. By the exercise of these 
qualities, undoubtedly the heavy clouds 
that have so long hung over America 
and a large part of the world will grad- 
ually be lightened. 

As the physical heat of summer now 
becomes slowly tempered by the ap- 
proach of autumn, it would be a happy 
augury for the future if the mental heat 
engendered in many minds by the dis- 
quieting events of recent months should 
be correspondingly cooled. 


THE CODDLING OF SOME 
CLASSES AND THE PUN- 
ISHMENT OF OTHERS 


O promote the general welfare was 
one of the objects which the fram- 
ers of the American Constitution 
had in mind. They did not seem to 
contemplate the adoption of a policy 
now quite common—the coddling of 
some classes and the punishing of others. 
To arrive at a separation of these classes 
and the kind of treatment accorded to 
them is an easy matter. The coddled 
classes are those strongly organized, 
vociferous in their demands, and pos: 
sessed of strong voting power. 
Government is specially solicitous of 
the demands of what has come to be 
called “labor,” not a very definite term, 
but in practice applicable to those en- 
gaged in manual labor as distinguished 
from those who use their mental powers 
only. Labor of the former kind is well 
organized, and not at all timid in mak- 
ing known its demands. It is also pos- 
sessed of large power at the polls. 
Next to labor, in the coddled classes, 
are the farmers. For their special bene- 
fit politicians “drop tears as fast as the 
Arabian tries their medicinal gum.” 
Government, by enacting numerous 
favoring laws, and by a multiplicity of 
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bureaus and administrative measures, 
coddles the farmer in almost every con- 
ceivable way. Farmers are not, as a 
class, so well organized as “labor,” but 
their voting strength is immense. 

Then there are “the veterans.” Few, 
indeed, are the politicians who dare re- 
frain from coddling them. So keen is 
this tendency to exalt them into the 
ranks of a preferred class of citizens, 
that distinctions between the soldiers 
who have seen active service and those 
who never got beyond the bounds of a 
training camp are often lost sight of in 
the politician’s desire to win and hold 
“the soldier vote.” This class of the 
coddled is thoroughly organized and has 
plenty of votes to bestow in approval or 
punishment. 

Manufacturers and ship-owners who 
profit by tariffs and subsidies are the 
recipients of a moderate degree of 
coddling, but in the case of manufac- 
turers they are subject to so many exac- 
tions and restrictions as to deprive them 
of the full benefit which the tariff would 
otherwise afford. Neither of these 
classes is very well organized nor has 
appreciable voting strength. 

Now the great majority of unorgan- 
ized and therefore uncoddled citizens 
come to be considered. They are “the 
general public’—the consumers, as they 
are often called. 

One would naturally jump to the 
conclusion that “to promote the gen- 
eral welfare” their interests would be 
first to be considered. But not so. This 
unorganized and inarticulate multitude 
must foot the bill for the coddling of 
the favored classes. Upon them falls 
the burden of special favors to certain 
classes. Theirs to pay without protest. 

In the realm of those who are not 
coddled but punished are to be found 
the banks of the country, the railways 
and the great industrialists. They are 
hedged about with restrictive laws, with 
endless rules and regulations devised by 
bureaucrats, and are held up for gen- 
eral public execration. 

The coddling and punishment of vary- 
ing classes in the community furnishes 
an interesting theme for investigation. 


PROHIBITION OF LOANS BY A 
BANK TO ITS OFFICERS 


N its August issue the Protective Bul- 
I letin takes strong exception to the 

recent banking legislation making it 
a criminal offense for banks to make 
loans to their executive ofhcers. After 
reciting the provisions of the law, and 
the apparent reasons which prompted 
them, it is said: 

“Just why the executive officer of a 
bank should be singled out for persecu- 
tion by prohibiting him from having any 
sort of loan with his own bank—as con- 
trasted to other employes and directors— 
is a mystery. Evidently, Congress con- 
ceived the idea that executive officers 
have regard neither for the rights of 
others, nor for any limitations of law 
that might be set upon their own per- 
sonal privileges inside the bank. Doubt- 
less a number of instances could be cited 
in support of this idea, but as a general 
proposition the conception is without 
warrant. Probably not all notes of 
executive officers are thoroughly secured 
as conditions are today in view of the 
decline of 75 per cent. in the value of 
the average dollar invested in stocks, 
but in every well-managed bank, loans 
to executive officers have been made in 
good faith under a standardized loaning 
policy, and under conditions approved 
by the board of directors itself. Any 
general implication other than this is un- 
just. Hence, any law founded on such 
an implication will do much more harm 
than good. 

“If any executive officer of a bank 
is to be set apart by law as the sort of 
person who cannot be trusted under the 
same legal restraints that apply to bank 
directors as well as other folks employed 
in banks, why—it may be asked—should 
a board of directors place any confidence 
in an executive officer? And why should 
any statement made by him concerning 
either his personal affairs or the business 
of his bank be regarded as dependable? 
In fact, why should anyone trust him 
if the law stipulates that he must not 
be trusted as a square shooter. With 
such a law on the statute books it is in- 
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evitable that a banker should become 
more and more an object of public de- 
rision, no matter how fine his personal 
and business standards are.” 

No doubt the law in question was 
prompted by the comparatively few 
cases where the privilege of borrowing 
from their own banks had been grossly 
abused, and in order to provide a remedy 
for these few flagrant abuses Congress 
decided to prohibit this class of loans 
altogether. As usual in banking legis- 
lation, the remedy went beyond the re- 
quirements of the case. Or, as Shake- 
speare implies, the bridge was made 
broader than the flood. Very likely the 
abuses that undoubtedly arose from the 
source indicated could have been cor- 
rected by a much milder remedy. 


THE NATIONALIZATION OF 
SILVER 


Y a proclamation issued by the 
President on August 9, the exist- 


ing stock of silver bullion was 
declared to be nationalized, after a 
period of ninety days from that date. 
This means, in effect, that some 150,- 
000,000 ounces of silver will be pur- 
chased from present holders of the metal, 
who will receive for it about $75,000,000 
in silver certificates. These, presumably, 
will enter into circulation. Should they 
do so, the only result will be to displace 
an equal amount of Federal Reserve 
notes or other forms of currency. They 
may flow into the banks, increasing their 
already huge idle reserves. Of course, 
should there be an immediate revival of 
business, or should prices suddenly and 
violently rise, the certificates might take 
their place in the active circulation of 
the country. That the addition of such 
a - comparatively small amount of 
“money” to the country’s present ple- 
thoric stock will have much effect in 
reviving business or in increasing prices, 
is extremely doubtful. It will, how- 
ever, be a distinct gain to the silver 
miners and the holders of silver. bul- 
lion, if to nobody else. 
This action in relation to silver is 
chiefly of interest as an indication that 
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the Administration at Washington still 
pins its faith on monetary policy as one 
of the instrumentalities to be employed 
in bringing about business recovery. The 
effectiveness of what has been done al- 
ready in this direction has been seriously 
questioned, and many believe that the 
uncertainty as to the monetary standard 
has powerfully hindered the return of 
confidence. 

It may be that the Administration 
has in mind something of greater im- 
portance than the mere purchase of 
150,000,000 ounces of silver. The hope 
is entertained that this is but the initial 
step in a plan that will bring silver up 
to $1.29 an ounce, and thus achieve the 
international remonetization of the white 
metal, something of which the bimetal- 
lists have long been dreaming. 


FROM THE REALMS OF 
DREAMLAND 


UCH encouragement is to be 
gained in these times, when so 


many gloomy forebodings are 
abroad, to find that the President of 
the United States—beset as he is by 
difficulties and trials from which most 
of us are exempt—s still able to cherish 
high ideals. In his Green Bay address 
the President said: 

“Only through the submerging of in- 
dividual desires into unselfish and prac- 
tical co-operation can civilization grow.” 

This beautiful dream—for it can as 
yet be given no more accurate designa- 
tion—has been cherished by the philos- 
ophers and sages of all times. It was 
implicit in the life and teachings of the 
Man of Galilee. Unfortunately, these 
teachings and this example have received 
scant consideration either by _ the 
churches or by anybody else for that 
matter. They run counter to that in- 
nate selfish principle in human nature 
which the President justly deplores. 

Others have discerned in this uni- 
versal selfishness of human nature, tem- 
pered by a moderate degree of enlight- 
enment, the main spur to human prog: 
ress. The elimination of this principle, 
so common to mankind, either by pre- 
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cept or by experience, has proved in the 
past a slow and difficult process. He is 
a most hopeful person who can see, just 
now, any evidence that the work of get- 
ting rid of it is at all promising. Whether 
mankind can be brought into this spirit 
of unselfish co-operation by any human 
agency may well be doubted. It will 
come about, if ever, by a change in 
human character originating from with- 
in. Should this momentous transforma- 
tion ever take place, then we should 
have the new deal and the new day in- 


deed. 
BANKING “EXPERTS” OF TODAY 


ECENTLY a Washington cor- 
R respondent of the New York 


Times indicated the belief that 
the country’s monetary policy was being 
shaped by a _ veterinarian—euphemistic 
for horse-doctor. Other advices, equally 
credible, lead to the belief that the in- 
spirer of this brilliant but bewildering 
policy is a “professor of agriculture, as 
distinguished from a dirt farmer who 
does not profess agriculture but prac- 
tices farming. 

Against the assumption that a horse- 
doctor—or veterinarian, if you prefer— 
has been responsible for the country’s 
recent monetary policy, a protest must 
be entered. For the veterinarian, suc- 
cessfully to engage in his profession, 
must have some scientific equipment. He 
must know, in fact, what he is trying 
to do and how to do it. Whether a 
professor of agriculture must have like 
qualifications is less clear, since he does 
not practice agriculture but merely tells 
others how to practice it. The distinc- 
tion is important. Whether this theoret: 
ical knowledge of farming equips one 
as a monetary expert, on this point in- 
formation is lacking, though results thus 
far occasion serious misgivings. One 
might not unreasonably infer that had 
the horse-doctor been entrusted with the 
job of monetary reform, he would have 
been guided by a greater regard for the 
actualities of the case, and would have 
discarded most of the theories embraced 
by the professor of agriculture. 


But, not content with discrediting the 
super-wisdom of our monetary “ex- 
perts,” another newspaper—the New 
York Herald Tribune—lacks faith in the 
banking “expert.” It says: 


“Senator Elmer Thomas, of Okla- 
homa, leader of what is whimsically re- 
ferred to as the ‘monetary reform bloc’ 
in Congress, is planning, according to 
an interview given to an evening news- 
paper here, to launch a campaign for 
the nationalization of the Federal Re- 
serve system. 

“The Oklahoman, who only a week 
or two ago gratuitously displayed his ig- 
norance regarding currency matters by 
cabling the Governor of the New York 
Reserve Bank, then at Basel, warning 
the latter against entering into any con- 
spiracy for the stabilization of the dol- 
lar, shows in his new interview that if 
he is totally at sea on monetary matters 
he is no less befuddled on the banking 
question. 

“In effect,, Mr. Thomas is quoted as 
observing, ‘my measure would create a 
central bank of issue. The system would 
be similar to that of Great Britain and 
Canada. That is what we need... . 
Canada came through the depression 
without a bank failure, demonstrating 
right here on our own continent the 
worth of the central banking system.” 

“If Mr. Thomas had deliberately set 
out to pick the two banking systems in 
the world that controverted the whole 
idea that he is espousing he could not 
possibly have done a better job of it. 
As almost everybody but the Senator 
from Oklahoma knows, the Bank of 
England represents the nearest approach 
to be found anywhere in the world to 
complete divorcement of the central bank 
and the government, its ownership and 
direction being entirely in private hands; 
as for Canada, Mr. Thomas is correct 
in saying that it has made an enviable 
banking record during the depression, 
but he is wholly uninformed when he 
declares that this ‘demonstrates the 
worth of a central banking system.” Un- 
fortunately for the Senator's argument, 
Canada happens to be one of the small 
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number of countries in the world with- 
out a central bank. 

“There have always been senators and 
representatives at Washington, of course, 
who insisted on making fools of them- 
selves on the money question, so it is 
not unusual that we have our Thomases 
and our Pittmans today. The unusual 
feature of the situation, and the thing 
that makes what would normally be 
merely amusing genuinely disturbing, is 
that today, probably for the first time in 
history, such persons are permitted, as a 
matter of political expediency, to wield 
a very important influence in the shap- 
ing of national financial policies.” 

That banking and monetary legisla- 
tion should be shaped by “professors of 
agriculture,” “veterinarians,” and those 
to whom the harsher designation indi- 
cated above might be applied, is cer- 
tainly not a matter of great satisfaction 
to those who have devoted their lives to 
the study of these intricate subjects, only 
to see their views discarded for those 
embraced in the peculiar categories men- 
tioned above. 


A GOVERNMENT CENTRAL 
BANK 


ROPOSALS for converting the 
P Federal Reserve banks into a cen- 

tral government institution are 
growing in number and are being re- 
ceived with increasing favor in certain 
political circles. By some these proposals 
are not considered of much importance, 
since they regard the Federal Reserve 
banks as being now so subservient to the 
treasury that their complete absorption 
by the government would not greatly 
change the present situation. 

As a matter of fact the Federal Re- 
serve banks have always been largely 
under Federal control. This has been 
true because the Federal Reserve Board 
is composed of members appointed by 
the President of the United States, and 
this board has had the power to remove 
directors of the twelve banks. It is 
true that, generally speaking, the fact 
that the board members were appointed 
by the President has not led to the mak- 
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ing of political appointees, nor has the 
power ot removal of directors been ex- 
ercised. 

Recent legislation has gone in the 
direction of strongly increasing the gov- 
ernmental character of the Federal Re- 
serve banks. They have even been re- 
terred to as treasury door-mats. 

But the proposal to convert these 
twelve banks into a single central in- 
political control of banking are mani- 
test. Such control not only gives the 
party in power a terrific influence which 
lutionary in character. The vices of 
political control of banking are mani- 
test. Such control not only gives the 
party in power a terrific influence which 
it is almost certain to use unwisely, but 
it divorces banking from principles that 
should be scrupulously observed if our 
banking system is to remain sound at 
the core. In fact, even with the limited 
authority over the Federal Reserve banks 
on the part of the Government, the 
policy of these institutions has been in- 
fluenced to no small extent by the politi- 
cal exigencies of the times. With the 
Government as sole owner of a central 
bank, and having complete control of it, 
this unsound tendency would grow. 

While this proposal is therefore dan- 
gerous, and ought vigorously to be op- 
posed, its adoption might have one com- 
pensating feature—that of transferring 
to the Government the obloquy which 
politicians now seek to pin on the bank- 
ers. Should this proposal be adopted, 
some future Andrew Jackson may derive 
fame and political fortune by denounc- 
ing “the monster.” 


AMERICAN BANKERS ASSOCIA- 
TION CONVENTION 


can Bankers Association will be 
holding its annual convention, meet- 

ing this time at Washington. The mem- 
bership of the organization has been 
greatly reduced from its former high 
point, this reduction being due chiefly 
to the falling off in the number of banks. 
Although meeting at Washington, the 
source of Federal legislation relating to 


Fes. October 22 to 25 the Ameri: 





A 


THE BANKERS MAGAZINE 


banking, it is hardly to be expected that 
the bankers on this occasion will make 
demands for fresh legislation for regu- 
lating their business. They now have 
about all the regulatory laws they can 
understand or digest. In fact, some of 
the banks consider that altogether too 
much of their attention is now diverted 
from ordinary banking problems to the 
consideration of a multiplicity of laws 
and regulations. 

While the banks are already surfeited 
with regulatory statutes, it is too much 
to expect that Congress will cease its 
efforts in this direction. One subject 
almost sure to occupy the attention of 
that body before long will be that of 
bringing all banks under the control of 
the Federal Government. This is a mat- 
ter that has been widely discussed and 
about which opinion has not as yet 
sufficiently crystallized to warrant the 
expectation of early action by Congress. 
The unit or community bank still has 
too many supporters to permit of the 
immediate surrender of this type of or- 
ganization, and as the American Bank- 
ers Association has numerous state banks 
among its members, it is hardly likely 
that the Washington convention will 
approve the unification of our two bank- 
ing systems. 

As to the deposit guaranty now in 
force, it would not be surprising to see 
the convention go on record—though 
with a wry face—in favor of a con’ 
tinuance of the temporary plan while 
expressing strong disapproval of the per’ 
manent plan, thus making a choice of 
two evils. 

Since there is a prevailing lack of 
belief in the efficacy of legislation to in’ 
sure sound banking, the question natur- 
ally arises as to what further steps the 
bankers themselves might take to achieve 
this desirable objective. 

Perhaps it is impracticable to make 
membership in the American Bankers 
Association an indisputable evidence of 
soundness in the banks holding such 
membership, for this would call for a 
degree of supervision over its member- 
ship impossible to exercise. Even were 
such supervision practicable, it would 
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probably be found that for the American 
Bankers Association to set up such a 
standard of superiority among its mem- 
bers would give rise to a great deal of 
dissatisfaction. 

Still, by constantly advocating con- 
servative banking principles and _prac- 
tices, the American Bankers Association 
can do much to advance banking stand- 
ards in this country. 


CHEER UP, BANKERS 


AVE any of the bankers of the 
H country felt despondent over the 
perplexities with which they are 
surrounded? Let them take heart. Re- 
lief is on the way. Heretofore this reliei 
has been largely confined to farmers and 
other laborers. But the banker is no 
longer to be among the forgotten men. 
Whence cometh this help? Why, 
from the one sure and dependable source 
of all help—from the professors and 
students of economics. A survey of 
money and banking is to be made by 
this erudite body of gentlemen. Their 
names will not be here revealed, although 
the undoubted qualifications they possess 
for their job will not cruelly be con- 
cealed from a waiting and expectant 
world. Listen to them: 

Instructor of economics, Harvard Uni- 
versity; professor of international eco- 
nomics at Fletcher School of Law, “The 
Supply and Control of Money.” 

Professor of economics, Lawrence Col- 
lege, Appleton, Wis., “French Inter- 
national Accounts.” 

Instructor in economics, University of 
Chicago. 

Candidate for Ph. D., University of 
Chicago. 

Brookings _ Institution, 
lecturer in economics, 
Toronto next year. 

Brookings Institution, Washington, 
and Ohio State University; joint research 
fellow. 

Presumably, the words in quotation 
marks represent the books or essays these 
various authorities have written. Of 
experience in banking these surveyors 
are apparently guiltless. Nor, from 


Washington; 
University of 
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their devotion to education, can it be 
reasonably inferred that their actual 
monetary experience is extensive. 

Nor is the above all the good news, 
from a like source, awaiting the de- 
pressed banker. Another professor is 
diligently studying the proposal to abol- 
ish the twelve Federal Reserve banks and 
to substitute for them a single central 
bank, owned and controlled by the Fed- 
eral Government. 

One poet has said that in the human 
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breast hope eternally springs; another 
that this quality of human nature may 
bid the world farewell, but for a season 
only. 

The foregoing assurances ought to 
comfort any banker disposed to despond. 
To his rescue there is on the way the 
superior wisdom of a new and special 
“brain trust.” In the face of so delight- 
ful a prospect where can be found any 
warrant for a sad heart? 

Let the bankers cheer up. 


How to Lose a Customer 


EVOTED as it is to the technique 
D of getting more business through 
. advertising Printer’s Ink is 
amazed to find that banks are ad- 


vertising to get rid of unwelcome cus- 
tomers. We quote from a recent issue: 


“The ‘how-to’ literature of marketing, 
it now appears, is scarcely complete 


without at least a minor chapter of 
brass-tack stuff on how, calmly and de- 
liberately, to get rid of customers. A 
current activity of the First National 
Bank of Englewood, IIl., both indicates 
the possible need of a body of such in- 
formation and, at the same time, serves 
as a source of material on the subject. 

“The bank in question is a relatively 
small institution in an outlying district 
of Chicago. As a result of unusual 
forthright advertising copy written by 
its president, it has built up an accept- 
ance of financial strength which extends 
well beyond the immediate community. 
In fact this president—J. M. Nichols— 
has something of a national reputation 
as ‘One Hundred Per Cent.’ Nichols, 
which designation derives from the wel!- 
advertised degree of liquidity of the 
First National of Englewood. 

“The rub now is that the bank has too 
many depositors for profitable operation. 
It can no longer afford to keep the small 
accounts. The stated reason for this 
condition has to do with the reluctance 
of sound business to borrow ‘under the 
regimentation of this so-called New 


Deai’—a subject regarding which Mr. 
Nichols is able to expand upon in no in: 
considerable detail. 

“The offer of a premium is the method 
which Mr. Nichols has adopted in this 
emergency. Every depositor having a 
savings balance of $100 or less is prom: 
ised a brand new Parker pencil if he 
will just close out his account. No box 
tops to send in or anything. Merely 
take your money away and the pencil 
is yours. 

“Newspaper advertising was used to 
announce this offer. 

“What a Break! points out the copy 
as it enthusiastically goes about the task 
of unselling the sold. ‘First you were 
given a premium to open an account; 
now you are given a premium to close it.’ 

“As an added push the advertisement 
notes that if the customer doesn’t re- 
move it himself he will probably be 
charged a fee for leaving his money 
there. 

“Can the blandishments of a premium 
offer be made to operate for shooing cus 
tomers away, as well as for gaining 
them? 

“On the very first day the pencil gift 
was announced the First National of 
Englewood succeeded in losing seventeen 
accounts. The next day, a Saturday, 
and therefore only a half business day, 
brought thirteen more withdrawals, 
while the following Monday saw the 
offer really beginning to pull with forty- 
four customers lost.” 





Silence Is Not Always Golden 


By R. E. Doan 


URING the past few years, pri- 
D vate banks and bankers have 

been assailed from all sides. They 
have been accused, as a group, of in- 
competence, dishonesty, and a lack of 
ethics, efficiency and foresight. 

With few exceptions, the private 
banker has borne these attacks in silence. 
His feeling has been that in the prev- 
alent state of the public mind his utter- 
ances would not be given consideration. 
He has feared that whatever he said 
might be made the basis of new lines of 
attack. Therefore, he has merely 
“turned the other cheek,” in most in- 
stances. 

Even in the face of the government's 
wholesale entrance into the banking 
business, bankers have religiously main- 
tained silence. Today the Government 
maintains the Postal Savings, the Fed- 
eral Farm Mortgage Corporation, the 
Reconstruction Finance Corporation, the 
Federal Deposit Insurance Corporation, 
the Regional Agricultural Credit Cor- 
poration, and a score of other organiza- 
tions engaging wholly, or in part, in the 
banking business. And stii! the private 
banker, as a whole, maintains silence. 

Dozens of popular magazine articles 
have come out with vitriolic attacks on 
the banker. Many come forth with the 
definite prediction that private banking 
is doomed. But no adequate reply is 
made by the banker himself. 

True, a few of the more daring, or 
fore-sighted, individual bankers have ob- 
jected strenuously and audibly to the 
present trend. But the majority have 
been content to ride along in silence, 
hoping that the storm might eventually 
wear itself out. 

Perhaps this has been the right at- 
titude for the barikers to take during 
the past crisis. Right or wrong, little 
could be gained by arguing over this 
point now. Instead, the question which 
must be decided, and the answer trans- 


lated into swift action at this time, is: 
Is it wise to remain silent any longer? 

As has been pointed out by some 
bankers, it is entirely possible that a few 
of the government’s banking moves have 
been beneficial to banking. Even the 
unsound plan of deposit insurance might 
be said, in some measure, to have helped 
restore confidence to the banking pub- 
lic. And, for the present, some of the 
other measures may possibly be admitted 
as necessary. 

But the banker cannot be concerned 
with the present alone. Perhaps more 
than any other group in the country, 
the bankers must concern themselves 
with the future. They must decide 


whether continued silence on their part 
will be in the best interests of private 


banking, whether it will be in the best 
interests of the country as a whole. 

These are two important questions 
for the banker to decide. In the first 
place, the very existence of private 
banking is in the balance today. The 
public has been given only one side of 
the question—the side bitterly critical 
of private banking. And the public, 
without knowledge of the private bank- 
ers’ side of the problem cannot be blamed 
for siding with the critics. Today the 
public accepts as truth the ill-advised 
statements and suggestions made by 
theorists and by those eager to grasp at 
this opportunity to control the country 
by controlling the banks. 

Today, the government’s investment 
in banks amounts to over 800 millions of 
dollars, and enables politicians to in- 
fluence, if not dictate, the policy of 
nearly half of the banks in the country. 
Today nearly 14,000 banks participate 
in the deposit insurance plan, which 
gives the Government yet another means 
of control. 

Even these measures do not satisfy our 
politicians, however. Right now con-, 
sideration is being given to additional 
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plans for gaining greater control over 
banking. Among the plans said to be 
considered is one entailing a segregation 
of the deposit and lending functions—a 
system of government banks with exclu- 
sive rights to receive deposits, and a sys- 
tem of privately owned commercial 
banks for lending money secured 
through the sale of debentures to the 
public. A recent news report makes the 
statement that studies of the banking 
structure which are now in progress will 
resuit in new banking legislation which 
will “be as revolutionary” as the pre- 
vious emergency banking act. 

But even these ideas are mild when 
compared to the suggestion of some of 
our legislators. A clear example is that 
of Senator Bronson Cutting’s article in 
Liberty magazine, under the title “Is 
Private Banking Doomed?” 

Some bankers are inclined to ques- 
tion whether the public will support any 
such ill-advised legislation. But let us 


take the public’s pulse through a recent 
questionnaire sent to religious leaders of 


twelve denominations throughout the 
country. Out of 20,870 votes cast 6974 
were in favor of a socialized system of 
banking. 

This attitude of the public’s is not 
strange. It is the direct result of the 
banker's failure to tell them his side of 
the story. For years the public has been 
regaled in newspapers and on street cor- 
ners with accounts of the thousands of 
bank failures, of the acts of dishonest 
bankers, of the losses to innocent de- 
positors, of the banker's general lack of 
foresight. 

Little or no mention has been made 
of the thousands of banks kept open 
only at the expense of millions of dol- 
lars to the stockholders. No mention 
has been made of the fact that an over- 
whelming majority of bankers are 
honest. The public has not been given 
an explanation that only a small per- 
centage of the deposits in closed banks 
is finally lost to depositors. 

No comparison has been made, for 
the public, between the small percent- 
age of loss stood by depositors in closed 
banks and the percentage of loss stood 
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by investors in stocks, bonds, commod- 
ities, mortgages, etc. 

It is the banker’s job to give these 
facts to the public, and to draw these 
pertinent comparisons. It is his job to 
do this, not only from a purely selfish 
standpoint of protecting the interests of 
private banking, but from the unselfish 
standpoint of protecting the welfare of 
the country. The private banker knows 
the unquestioned value of private bank- 
ing to the nation, but he has not thor- 
oughly sold the public on it as yet. 

The banker realizes the evils of de- 
posit insurance, but as yet he has not 
made a comprehensive statement to the 
general public. He realizes that deposit 
insurance tends to eliminate a feeling of 
responsibility on the part of the banker 
—a feeling which has hitherto been one 
of the strongest bulwarks of banking 
strength. He knows that deposit insur- 
ance does not eliminate losses, but merely 
makes sound banks foot the bill for the 
mistakes of unsound bankers. He knows 
that this plan fails to base its so-called 
“rates” on the risks incurred, and so is 
not really insurance. 

The banker knows from past ex’ 
perience that deposit insurance has been 
tried, and has failed, in eight states at 
a cost of $43,000,000 in assessments to 
the banks, and with final deficits 
amounting to $93,000,000. He knows 
that when a crisis comes, this plan will 
fail and will only add to the confusion 
and final losses. The banker knows all 
of these things, and he knows that the 
installation of the permanent deposit in- 
surance plan is scheduled to take place 
within a year—and yet he has done 
nothing in the way of concerted action 
to pass this information along to the 
public. A survey issued and circulated 
throughout the country by the Reserve 
City Bankers Association pointed the 
way, but bankers as a whole have not 
done their part and made their public 
thoroughly familiar with the unfavor- 
able aspects of the plan. 

There is much to be done by the pri- 
vate banker if he is to regain the ground 
already lost by his remaining silent and 
permitting far-sighted politicians to sell 
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the idea of the private banker’s incom- 
petence to the public. 

In the first place, the banker must 
start with primary facts. Though it may 
seem, at first thought, that such things 
are unnecessary, still it must be realized 
that the public is absolutely ignorant of 
the banker’s side of the problem. The 
public must be given the full story of 
the reasons behind the banking crisis. 
It must be reminded that there were 
black sheep in every line of business 
men who were unwise or downright dis- 
honest, that if anything banking had a 
far smaller percentage of such cases than 
many other lines of endeavor, govern- 
ment included. 

The public must be reminded that the 
banker was not alone in his unbounded 
faith in our country. Not only he, but 
our economists, our business men, and 
our government officials—all erred in 
fully foreseeing the full extent of the 
depression. 

It should be called to the public’s at- 
tention that in the face of such con- 
ditions as were prevalent during the 
past few years, government ownership 
would not be a solution to the banking 
problem. In the face of a rapid de- 
crease in foreign trade, a sharp drop in 
industrial ~ activity, drastically curtailed 
employment, corporation earnings turn- 
ing to losses, rapid drops in stock and 
bond markets—in the face of these and 
the many other attending circumstances, 
even government owned banks would 
be up against the same problems. 

It should also be brought to the pub- 
lic’s attention that if banks were govern- 
ment owned, there would be no stock- 
holders to pour millions of dollars into 
failing banks in an endeavor to prevent 
closings. Instead, the taxpayer, who 
after all is the depositor, would eventu- 
ally foot the bill. 

These are but a few of the things 
which must be explained to the public. 
In addition, the banker must do a job 
he has long neglected. He must edu- 
cate the public regarding the funda- 
mentals of banking. He must clear up 
the mystery which has long surrounded 
this business in the public mind. And, 
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to fully regain the confidence of the 
public, he must give the public adequate 
information regarding the banks. 

The public should be told the primary 
functions of a bank. It should be told 
what the bank does with deposits, and 
upon what basis loans are made. It 
should be taught regarding the very real 
dangers incident to a concerted with- 
drawal of deposits. 

The public should be given adequate 
information regarding individual banks 
by means of detailed statements. Hith- 
erto banks have published an unintel- 
ligible mass of figures, and called it a 
bank statement. In most cases these so- 
called statements were not even intel- 
ligible to a banker, let alone to the lay: 
man. The public is entitled to know 
the true conditions of its banks. De- 
tailed statements would clear up many 
doubts in the public mind. They would 
enable the layman to judiciously choose 
a depository for his money, and they 
would automatically discourage unsound 
banking practices. 

Above all, the banker must improve 
the banking system before the public's 
confidence in private banking can really 
be regained. Few bankers honestly be- 
lieve that the present system is perfect. 
Various plans for its improvement have 
been considered from time to time, but 
little or no real action has been taken— 
principally because, like any other busi- 
ness, change is not made until forced. 
Unification appears to be the most logi- 
cal basic change to be effected first. 
Only after unification has been accom- 
plished can other worthwhile reforms be 
made. 

Some adequate arrangement for 
periodic review of the banking situa- 
tion should also be made. Perhaps we 
might well follow the Canadian plan, 
in which bankers and legislators meet 
every ten years to consider the effect 
on banking of economic developments 
during the past decade, and to draft 
new legislation covering such develop- 
ments. Such a procedure would help 
immeasureably to keep banking abreast 
of the times, and to eliminate much of 
the obsolete and unsound methods and 
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policies hitherto carried over from far 
different economic periods. 

Hard as it may seem to realize, the 
private banker is today in a precarious 
position. He has kept silent far too 
long, and during that time groups op- 
posed to private banking have been per- 
mitted to gain a strong foothold in the 
public mind. The banker cannot logic’ 
ally expect impartial judgment from the 
public when the public has been given 
only one side of the question. The job 
before the banker today is a difficult one 
—it is one entailing explanation, educa- 
tion, and reconstruction. 
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This can be done in many ways— 
through paid advertising, through pub- 
lic speeches, and through personal, in- 
dividual contacts. Regardless of the dif- 
ficulties encountered, however, it must 
be done. Far too few bankers realize 
to the full extent the antagonism to- 
ward, and the dangers faced by, private 
banking today. The time to remain si- 
lent, if there ever was one, has long 
since passed. Now it is time for the 
banker to speak—to do his job of ex- 
planation, education and reconstruction 
—not alone from selfish interests, but in 
the interests of the country as a whole. 


Banks Do Lend 


GAINST the charge that banks 
are not living up to their respon- 


sibilities in making commercial 
loans to business, John K. Ottley, presi- 
dent, The First National Bank of At- 


lanta, Ga., recently presented a strong 
“case for the defense” in an address be- 
fore the Georgia Press Association. In 
defense of the banks he said in part: 


“There has been much discussion in 
Washington on the subject of the un- 
willingness of banks to lend money. 
This is worthy of our most careful con- 
sideration. Why should banks be un- 
willing to lend since they must lend 
money in order to live? Again we must 
remember that all the money in all the 
banks, including capital and deposits, 
belongs to individuals and represents the 
result of the life’s labor and endeavor 
of somebody. Can a bank afford to take 
undue risks in lending or investing such 
funds without a reasonable belief that 
they will be repaid? The officers of a 
bank are responsible for the well-being 
and the very life of their stockholders 
and depositors and no trust in the whole 
range of human association is more 
sacred. That some bank managements 
have ignored or been indifferent to the 


interest of their clients has brought 
banking into disrepute and inflicted un- 
told misery upon hundreds of thousands 
of innocent individuals. Money is the 
only commodity banks have to offer. 
They want to lend money, as the interest 
from its use provides their major in- 
come. But no good end will be accom- 
plished unless it is loaned safely. There- 
fore, the return of business activity is as 
much desired and as essential to banks 
as it is to all other business. 

“The plan of lending freely and hop- 
ing for the best has not been untried. 

“Figures do not bear out the idea 
that banks have been too strict in mak- 
ing loans, since 42.8 per cent. of the 
gross income of member banks of the 
Federal Reserve System in the United 
States in 1932 was absorbed by losses. 
It is gratifying to note that this per- 
centage of loss was cut in half in the 
Sixth Federal Reserve District, of which 
Georgia is a part, and which lost 21.6 
per cent. against the national total of 
42.8 per cent. loss. 

“It would seem that banks—the coun- 
try over—have been rather too liberal 
than the reverse in lending the hard- 
earned savings of their multitude of 
depositors.” 





Some Trust Investment Problems 


By Beaurort R. L. NEwsom 


Manager, Trust Investment Department, Phoenix State Bank & Trust Company, 
Hartford, Conn. 


to funds left in trust, is becoming 

more complex and complicated as 
time goes on. This is evidenced very 
clearly by the fact that whereas the four 
large banks located in the city of Hart- 
ford had scarcely anything resembling a 
trust investment department a half dozen 
years ago, today have functioning such 
a division, scientifically engaged in as- 
sisting and advising the trust officers and 
investment committees of the bank con- 
cerning such vital matters as preserva- 
tion and conservation of trust monies. 

About the very first man to examine 
an estate’s security holdings, once that 
it has been accepted by the trust in- 
stitution, is the trust investment man- 
ager or officer in charge of analysis of 
new accounts. The problems confront- 
ing this division of the trust department’s 
work are various and numerous. No 
two estates or trust funds ever have 
exactly the same requirements. Each 
account must be treated as a distinct 
and separate entity. This means that 
they all deserve personal and constant 
supervision. The work entails thorough 
and complete analysis of every detail 
arising from the complexities of each 
account. A conscientious study of every 
will or instrument must be made. Only 
thereby can a trust company live up to 
its high obligations. 

The first and real problem facing the 
trust investment department is essentially 
this: how best to conserve the assets of 
any estate or trust turned over to it for 
consideration and advisement. It is 
clearly not the duty of this department 
to advise concerning speculation. In 
fact, the chief concern is to convert 
every speculative account into a con- 
servative one. This must be accom- 
plished even at the sacrifice of income if 
necessary. And it is usually necessarily 
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so because one is bound to reduce the 
yield when switching over from uncon- 
servative to conservative securities. It is 
really quite surprising that even among 
some supposedly enlightened and intelli- 
gent persons this basic investment prin- 
ciple fails of recognition. Far too much 
thought in the past has been devoted to 
building up trust funds through the 
taking of risks, i. e., by the investment 
in equities. No matter how good or 
sound an equity or common stock in- 
vestment may appear to be, it can never 
measure up to the following excellent 
axiom “the only true investment is a 
loan.” This self-evident truth should 
be universally accepted and “inwardly 
digested” by every investment committee 
associated with any true investment 
program. 

One tremendous and beneficial effect 
of the depression which we have been, 
and still are, experiencing, has been the 
mark that it has made on the investor's 
attitude of safe investing and what it 
constitutes. Everyone is more ready to 
listen today. Taking risks is no longer 
as much in vogue among thinking people. 
The public is asking and inquiring be- 
fore buying rather than the reverse 
which was so prevalent up to recent 
times. When the public’s sole desire 
seemed to be simply to race around 
chasing after easy riches scarcely any- 
one could be found capable of either 
thinking clearly or deeply on such a 
prosaic subject as conservative investing. 

However, of all classes of people and 
institutions, the trust company did the 
best job in conserving wealth. It is a 
proven fact that the personnel of trust 
companies was less permeated by wild 
ideas of a new era than any other group 
of individuals in the business world. 
As a result, we find that the faith of the 
American people in the creation of trusts 
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unimpaired and undiminished. The trust 
companies, as a whole, steadfastly lived 
up to their high resolve of safeguarding 
principal and steady income of their re- 
spective clients. 

And so we may rightly consider the 
actual operations and details of trust in- 
vestment procedure. Anyone acquainted 
with investing recognizes that it is not 
an exact science. It is really an art and 
probably not a very well defined one 
at best. But a better realization and un- 
derstanding of the “art” is constantly 
developing daily. Men are. striving 
under the “new deal,” at least, to per- 
fect it for the betterment of mankind 
and their fellow beings. Conservatism 
is the watchword of the day and it has 
a new and growing significance especially 
as it relates to trusteed and fiduciary 


funds. 
AFTER THE TRUST IS ACCEPTED 


As soon as an estate is probated and 


accepted by the trust company it should 
receive the immediate attention of the 


trust investment department. This is 
especially true if the estate is to be 
later set up as a regular account on the 
trust company’s books. The trust com- 
pany accepts responsibility for a wise, 
prudent and efficient management of the 
estate once it comes under its jurisdic- 
tion. About the first and most impor- 
tant thing to scrutinize carefully is the 
list of security holdings. As we have 
pointed out elsewhere the investment 
problem varies in some degree with each 
new estate or trust account. 

Probably one of the most essential 
questions facing the trust officer upon 
reviewing any estate for the first time is 
the one relating to any debts outstand- 
ing and determining how they are to 
be met. This is some times acute when 
there is little cash or life insurance for 
the purpose. 

The debts should be paid with as little 
loss to the estate as possible. With se- 
curitv prices declining or changing 
rapidly it requires prompt attention to 
avoid losses, especially where the liquida- 
tion of securities is required to pay 


debts. The trust officer presumably, 
without delay, calls upon the trust in- 
vestment department for © consultation 
and assistance. It is then the obvious 
duty of this department to put forth its 
best efforts in analyzing the task before it. 

Most likely the estate under considera- 
tion is made up largely of real estate, 
securities, savings bank funds and a 
collateral loan or two, especially the 
latter in recent years. The collateral 
account held by some bank has a due 
date when it must be paid or extended. 
It is a debt which sooner or later must 
be met. It is well to understand per- 
fectly the type of obligation that it 
really is. 

Disastrous has been the fate of many 
an estate where this fact has not been 
fully recognized at the start. Liquidat- 
ing a loan of the type under discus- 
sion should be one of the first duties of 
the executor or administrator. The se- 
curity behind a collateral loan is sub- 
ject to shrinkage of the worst kind. With 
a decline in market values, the margin 
of safety or equity swiftly slips away. 
Before one knows it, the officer in charge 
receives a call for more collateral to sup- 
port the loan. 


THE COLLATERAL LOAN 


Now arises the terribly perplexing 
question of supplying more collateral or 
being sold out. This dilemma never 
confronts the officer of an alert and effi- 
cient trust company. If wisdom and 
good judgment is exercised in the first 
place, all such debts are paid up imme- 
diately the estate is received for settle- 
ment. 

Promptness in such matters cannot 
be over-stressed. 

No intelligently conducted trust in- 
stitution would think of putting up ad- 
ditional collateral after the experience 
of the past four years. And the lesson 
should hold good for all time. The 
courts have excused administrators from 
liability when additional collateral has 
been taken from a solvent estate to bol- 
ster up a “margin account,” as being 
the act of prudent men under the cir- 
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cumstances. However, many an estate 
has suffered great loss and been com- 
pletely dissipated by following the wrong 
course in such matters. 


ANALYZING THE ESTATE 


Therefore, we come to the question 
of a correct and accurate appraisal or 
analysis of an estate or trust fund by 
the trust investment department. The 
liquid or marketable assets of the ac- 
count are first segregated from the so- 
called “frozen” ones. They consist 
chiefly or most generally of listed and 
over-the-counter securities. These are 
then divided into groups or types of in- 
vestments such as bonds (and un- 
fortunately here in Connecticut where 
we have the four mill tax, to which they 
are subject, there are too few liens in 
nearly every estate and trust) public 
utilities, railroads, banks, insurance, in- 
vestment trust stocks, etc. 

The ratio of each group now wants 
to be worked out in relation to the total 
assets of the fund. An over-investment 
in any one group will at this point stick 
out like a sore thumb. It is to be re- 
membered that we are striving most for 
a well balanced list of diversified hold- 
ings. This can not be accomplished if 
the list is predominated by one thing or 
another. Once we discover that such a 
condition exists, a weeding out process 
of the weaker and more speculative se- 
curities is resorted to, so as to bring 
the percentage of each group into line 
or equal relationship to each other. To 
gain this objective a thorough house- 
cleaning is some times necessary. 


WHAT ABOUT INFLATION? 


A great deal is heard today about pre- 
paring for that dreadful thing called in- 
flation. This supposedly calls for a large 
proportion of common stocks, especially 
in those companies with large inventories 
or dealing in commodities of one sort or 


another. Even mining stocks are ur- 
gently suggested, particularly of those 
companies exploring the earth for gold, 
silver, copper, oils and other natural re- 
sources. The writer feels, however, that 
with any extended inflation all business 


would become demoralized, and it would 
be doubtful if common stocks are the 
sure solution they are supposed to be. 
It must not be forgotten that these self 
same companies will receive their earn- 
ings in depreciated money from which 
dividends must be paid. Inflation of any 
extended character, it is believed, ap- 
pears more remote today than it did a 
short time ago. At any rate, the advo- 
cates of sound money can present as 
good arguments as can the proponents 
of unsound or depreciated money, at the 
moment. We can not bring ourselves 
to succumb to the reasoning of those 
who would wish us to convert a large 
part of our funds into commodity stocks 
where conservative procedure is at ali 
times inviolable. 

The trust investment committee should 
think of the funds under its care as be- 
ing planned for long term investment. 
It should not concern it unduly, as true 
investment counsellors, to consider only 
the immediate perplexities. They must 
look beyond these, and have a broader 
perspective. The funds, or most of 
them, will be .under their watchful 
guidance for many years on the aver- 
age. This, in turn means, that the pur- 
chasing power of the dollar will be 
fluctuating both up and down, many 
times undoubtedly, during this period. 
Herein lies the reason for the well bai- 
anced list of conservative bonds, real 
estate mortgages, guaranteed rail stocks 
and a few bank and insurance equities. 
This set-up should protect the purchas- 
ing power of the income, when the dol- 
lar buys more or when it buys less. 

It is a well known policy of many of 
the New York City banks to invest in 
equities only to the extent of 10 per 
cent. of the funds of any one trust, 
simply to take care of the changes in 
the purchasing power of the dollar. 

More frequently than one would sus- 
pect estates and trust fund accounts come 
to the attention of the trust investment 
department, with a list of securities 
which clearly indicates a total lack of 
any plan, by the former owner, as to 
diversification of industry, maturities or 
geographical distribution. All of these 
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attributes of a sound investment list re- 
quire study and consideration by a care- 
ful investor 

The use of care and caution at the 
start of an analysis saves multitudinous 
worries later on. It is to be learned 
from past experience that it is much 
simpler, easier and much more advan- 
tageous to make necessary changes at 
the earliest stage possible, rather than 
to procrastinate. A delay may often 
mean accepting losses from the inventory 
price (the market quotation at the time 
of death in case of an estate or the 
market quotation at time of acquisition 
in case of a trust account). It is much 
more difficult to get clients to accept 
losses. It appears to be a strong trait 
of human nature to hold on dearly to 
any item which shows them a loss in 
case of liquidation, but perfectly will- 
ing to sell anything at a profit, even 
though it may mean retaining the un- 
desirable and selling the more conserva- 
tive investment. 
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However, most people have implicit 
faith in a trust company before select- 
ing it to handle their affairs. This being 
so, they are usually very willing to act 
on the trust investment department’s ad- 
vice. It must be remembered that no 
recommendation or suggestion by this 
department is adopted until it has had 
the unanimous approval of the trust com- 
pany’s investment committee. This body 
is usually composed of the bank’s di- 
rectors and officers of the institution. 
These men are selected for their astute 
knowledge of business affairs. They are 
usually men of means and financial abil- 
ity and have had investment experience. 

It is the consensus of opinion of many 
trust investment departments that a fund 
may be considered conservatively man- 
aged which is divided as follows: 


Per cent. 

of the fund 
Bonds and guaranteed rail stocks .. 70 
Various high grade preferreds .... 20 
Common stocks or equities 


Nebraska Has Service Charge Clearing House 


HE bulletin of the Nebraska Bank- 

ers Association reports that its 

Service Charge Clearing House 

now has eighty-one members and de- 

scribes the main purposes of this organi 
zation as follows: 


“First, to bring about more uniformity 
in the service charge schedules of those 
banks already on a service charge basis. 
We find that hardly any two banks have 
the same schedule of charges. There is 
no rhyme nor reason to the situation 
wherein the banks of a competitive dis- 
trict, say a dozen of them, have a dozen 
different arrangements of service charges. 
It is not only confusing to the bankers 
themselves, but to their customers as 
well. This clearing house devotes it- 
self to inducing members to bend just a 
little on the items on which they are out 
of line with most other banks, thus grad- 
ually approaching a uniform schedule. 

“Secondly, this clearing house is for 
the purpose of making service charge 


practices stand up and stay put during 
future months and years. Service charge 
schedules are largely torn down through 
the fact that bankers retain in their own 
minds the privilege of omitting the 
charges as they choose, so membership 
in this clearing house carries with it the 
agreement to forego this privilege, grant- 
ing to the clearing house itself the sole 
right to allow exemptions. Thus each 
member banker can feel assured at all 
times that neighboring banks are oper- 
ating exactly as he is with regard to 
these charges, or that he will hear of it 
at once through the clearing house. 
“Third, and most important, when a 
member bank’s schedule of charges is 
not up to the general average, the facts 
will be given the bank concerning the 
number of other banks that are success 
fully using additional charges, the tend- 
ency of this being to induce more and 
more banks to collect well merited 
revenue that they are not now en 


joying.” 





A Program for Banking Stability 


By JAMES BALKAM 


IME was, when the banker, in 
Tex city and town of the United 

States, was the most respected 
member in his community. But he ne- 
glected the narrow paths of orthodox 
banking—with unhappy results. He 
knew, but disregarded, the difference 
between a mortgage and a bill of sale. 
Profits lured him to lend on “forges and 
smelting houses.” 

To regain his high estate in com- 
munity esteem, it would seem necessary 
for the banker to re-examine, from a 
broad social viewpoint, the conventions 
of his profession, and to discard, even 
at the sacrifice of temporary profits, 
those practices which tend to jeopardize 
the economic stability of the community. 

It requires unselfish fortitude to re- 
linquish profits. Yet by and large, the 
bankers of our country are capable of 
such disinterested and far-sighted ac- 
tion. Of what avail are profits which 
subsequently disappear? There is no 
satisfaction in instability, social unrest, 
unemployment, and idle machines. 


PROVIDING FOR THE ABSORPTION OF 
LIQUIDATION 


If we can provide for the absorption 
of liquidation before the decline in prices 
starts, with the result that the liquida- 
tion would tend automatically to arrest 
itself, we shall have secured for our econ- 
omy a stability which modern civiliza- 
tion makes almost imperative. 

Thoughtful bankers and students of 
banking have for a long time recognized 
the desirability of keeping the credit fa- 
cilities of commercial banks within the 
field of short-term self-liquidating com- 
mercial projects. If this objective can 
be attained it should not only make 
banks safer for the community, and for 
the bankers and their stockholders, but 
should eliminate from the picture the 
false sense of prosperity produced when, 


as in the pre-1929 era, all banks by 
creating non-self-liquidating credits 
merely inflate each others’ resources. The 
difficulty lies in evolving a method to 
accomplish this objective. 

The disturbances caused by credit- 
supported speculation come within the 
province of the banker. When the in- 
evitable collapse of a stock market boom 
occurs, the position of the lender (or 
the nature of the credit which sup- 
ported the boom) becomes of paramount 
importance to society. If the lender be 
a private person, unencumbered in his 
turn with debts, the inability of the bor- 
rower to repay, though it hurt that par- 
ticular lender, does not necessarily dis- 
turb the general economy. The burden 
of carrying the collateral is then shifted 
to this lender. If, however, he in turn 
had previously borrowed the money 
which he had loaned, the liquidation 
cannot be immediately arrested. He in 
turn is forced to continue the process of 
liquidation. Such is the position of the 
commercial banks. It is a specially vul- 
nerable position when banks have be- 
come inter-inflated. They must sell 
pledged collateral or become frozen. The 
pressure of such collateral seeking new 
owners undermines the value of all such 
collateral; banks become insolvent, and 
society is engulfed in a devastating flood 
which smashes the processes of produc- 
tion, dams the flow of goods, forces 
values to evaporate, and brings to mil- 
lions the misery of unemployment. 


THE PROPER FUNCTION OF COMMERCIAL 
BANKS 


Prosperity consists in the production 
and exchange (or distribution) of goods 
and services. The greater the efficiency, 
the higher the standard-of-living level. 
It is a proper function of the commer- 
cial bank to promote, by creating short- 
term self-liquidating credits, the smooth 
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working of these processes. Commer- 
cial bankers may very properly refuse 
to divert their funds or credit facilities 
into extra-business channels. Industry 
seeking funds for capital expansion 
should be forced to tap the proper reser- 
voir—investment money. If industry 
cannot finance itself. in this way, its 
right to enter into or to expand in our 
economy is unjustified. Investment col- 
lateral is a proper channel for the flow 
of investment money—saved-up capital. 
Loans on such collateral should be sup- 
plied from funds of saved-up capital. 
It will hardly do for a small number 
of individual bankers thus to restrict 
their activities. It would seem neces- 
sary for commercial bankers in general 
to unite in a program to extend to all 
banks which deal in credit, and which 
have the privilege arbitrarily to create 
purchasing power, the same restrictions 
regarding loans on stocks and bonds 
which were imposed on the twelve Fed- 
eral Reserve banks. Necessarily, too, 
there should be no relending by a pri- 


vate person of borrowed money on col- 
lateral which must be shifted in order 
to liquidate a loan. 


RECORDING OF LOANS ON COLLATERAL 


The following is offered as a method 
to accomplish this objective. Since the 
status of the lender (or the nature of 
the credit advanced on rigid. collateral) 
is the source of the threat to society, 
loans on rigid collateral, subject also to 
the conditions subsequently set forth 
herein, should be formally recorded with 
a regional banking or governmental de- 
partment. This duty should devolve 
upon the lender. Failure to record the 
transaction within a brief period after 
consummation should be punishable, and 
should impair the lender’s right to re- 
cover. A tax could be levied on such 
record to defray the cost of depart- 
mental maintenance and to increase the 
public revenue. Each record of a loan 
by a lender other than an institution 
should state under afhdavit the amount 
loaned, a description of the collateral 
and the quantity, the date of the loan, 
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the maturity date, the rate of interest, 
together with a statement that the money 
loaned was owned by the lender and 
had not been borrowed by him, and 
that the amount loaned was an excess 
of money over and above a sum, un- 
trammeled and unpledged and in the 
possession of the lender, equivalent to 
any borrowings made by the said lender. 
The last restriction is important. in or- 
der to prevent the reloaning of borrowed 
money by private agencies on collateral 
which must be sold or shifted to another 
in order to liquidate the loan. This 
would apply not merely to securities. 
The purpose of such law would be to 
make liquidation arrest itself; for in 
the event of more or less widespread 
necessitous liquidation, the lenders to 
whom the collateral is shifted are not 
forced, as at present, to continue the 
process of liquidation. This would re- 
lieve the pressure of shifting collateral 
seeking new owners at ever lower levels, 
and would eliminate the factors which 
tend to prolong a depression and which 
thereby prevent debtors from recover- 
ing their solvency, and society from re- 
covering its balance. 

To insure the benefits to be derived 
from the recording of loans on rigid 
collateral, a system of investment banks 
should perform the financial functions. 
These banks should be under govern- 
mental supervision with provisions for 
publicity as to condition. The activities 
permitted to such banks should be’ de- 
fined and limited so as not to encroach 
on the functions of commercial banks; 
the different kinds of collateral (includ- 
ing new flotations) should be classified; 
the percentage of loans and investments 
permissible for each class in relation to 
capital funds or to total assets deter- 
mined, etc. Under the conventions 
herein suggested, it should be safe to 
permit savings banks to loan on stocks. 
However, such a provision may’ be re- 
pugnant to public opinion and ‘may 
create needless friction; therefore a sys- 
tem of investment banks is suggested. 

Such investment institutions could 
lend on rigid collateral. People who 
owned their money outright and who 
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might wish a larger return than that af- 
forded by savings banks could deposit 
funds in such a bank. The institution 
would have the right to invoke a long- 
term withdrawal notice; depositors would 
have the right to withdraw on not less 
than thirty days’ notice. On the de- 
posit slips should appear a statement to 
be signed by the depositor that the money 
being deposited was owned outright, and 
was an excess of money owned over and 
above a sum, untrammeled and un- 
pledged and in the possession of the de- 
positor, equivalent to any borrowings 
made by said depositor. Such an in- 
stitution could be permitted, subject to 
the affidavit of record previously out- 
lined, to make semi-monthly reports, in- 
stead of individual or daily reports, on 
loans in total figures and classified as to 
collateral, together with totals showing 
repayments and anticipations, and sub- 
stitutions in collateral. 
RESTRICTIONS ON THIS CLASS OF LOANS 

Loans on rigid collateral and real 
property should be eligible only for sav- 
ings banks or investment banks. In 
the case of commercial banks loans 
should not be accepted on consumption 
goods and commodities unless such are in 
process of distribution. In all cases— 
regardless of the form of the bank credit 
—the amounts loaned, the quantities, 
item-names, and quality description of 
the collateral should be regularly re- 
ported to a central or regional authority, 
and published periodically (without 
naming the lending bank or the bor- 
rower) in classified aggregate figures for 
the benefit and guidance of banks and 
other lenders. After a period of time, 
a body of data will have become avail- 
able which should prove of positive value 
in guarding banks against unwarranted 
over-expansion in specific classifications. 
This suggestion, it will be seen, carries 
a self-justification entirely apart from 
the subject-matter of the rest of this ar- 
ticle. 

Since the classification of banks into 
three kinds is based on their functions, 
their activities and interests should be 


259 


kept separate. By and large, business 
funds and commercial credit should not 
be diverted from business channels. In- 
vestment money should flow through in- 
vestment banks and savings banks. All 
capital financing and extra-business loans 
(including even governmental borrow- 
ing, except in cases of real emergency) 
should be financed through the latter. 
The adoption of these various sugges- 
tions would open up for savings an im- 
mense field gminently proper for them 
from even an orthodox economic view- 
point, and should bring about a better 
balance between savings, capital expan- 
sion, and the financing of consumption 
goods and distribution. We should then 
not have the anomalous situation of 
dammed-up and idle savings, while com- 
mercial banks become frozen and in- 
solvent because of investment (either 
deliberate or involuntary) in capital 


goods and non-self-liquidating collateral. 
We should then be able to evolve an 
economy which, in its financial aspects, 


would keep itself in automatic balance. 
THE CONVENTION OF CALL MONEY 


It would be well, in connection with 
the suggestions herein, to re-examine the 
convention of “call” money. In the 
case of loans on fixed and immovable 
“real” property, such as a building, con- 
vention has evolved a different practice. 
Mortgages generally run for a_ period 
of years. A conservative individual 
would be aghast at the thought of mort- 
gaging his “real” property with the 
right of call reserved to the lender, or 
with the right reserved to the lender 
of partial amortization on demand (re- 
quest for more margin); yet the same 
level-headed citizen will cheerfully bor- 
row on his stock investments on call. 
Convention has lulled both him and the 
lender into a sense of security. The 
stocks are listed on an exchange. There 
is, as the phrase goes, a “ready market” 
for them. The fallacy lies in the all- 
too-human assumption that “ready mar- 
ket” is tantamount to a stable price 
level. 

In spite of their facile conveyability, 
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stocks could well be considered a form 
of real property. The same banking 
conventions which obtain in real prop- 
erty could well apply to stocks. Loans 
on them might well be made only for a 
definite long-term period, let us say for 
a minimum of six months. Naturally 
this would tend to make lenders cau- 
tious. Collateral would be carefully in- 
vestigated and appraised before loans 
were advanced. What would be the 
average per cent. relationship between 
the amount loaned and the market price 
is difficult to foretell, for the very work- 
ings of such new loaning criteria would 
tend to exclude from the market price 
the evaluation of unrealities. It is not 
unlikely that the relationship might ap- 
proximate that of mortgages on prop- 
erty in a normal real-estate market. It 
should solve, too, the question of an 
arbitrarily fixed margin percentage; for, 
under such a dispensation, the size of 
the margin would be governed in each 


Criticism of Banks 
Advertisers’ 
(Twitter of banks and banking 


will be brought out into the open, 

and delivered by invitation to 
representatives of the banks themselves, 
when the Financial Advertisers Associa- 
tion convenes its 19th annual meeting at 
the Hotel Statler in Buffalo, September 
10. Bankers will have not only an op- 
portunity to tell their story in reply, but 
to discuss openly methods by which pub- 
lic criticism may be turned into public 
approval. 

The entire program of the four-day 
convention is being designed around the 
theme, “How to Meet the Public’s De- 
mand for Financial Information,” which 
is approached from various angles.” ““The 
Public Questions Its Banks,” one of the 
angles, takes up three points of view, 





case by the interplay of inherent forces. 
To be sure, certain benefits do enure in 
a device which offers instant liquidity. 
Nonetheless it is a grave question 
whether the strains produced by the ex- 
ercise of that privilege are not too great 
a price to pay for the retention of that 
convenience. However, the abolition of 
the convention of call money, though it 
would be a potent factor in stabilizing 
security prices, is not a sine qua non. 
The objectives herein proposed are at- 
tainable in large measure without it. 
Every effort should be made to avoid 
the miseries which accompany depres- 
sions. If these problems are not faced, 
we may be sure that succeeding genera- 
tions will be plagued by booms and de- 
pressions probably exceeding this one in 
intensity. We must avoid the collapse 
which inevitably follows the piling-up 
of an un-self-extinguishable debt, pyra- 
mided on the reloaning of borrowed 
money, or on money arbitrarily created. 


Invited at Financial 
Convention 


that of the “average” man, the business 
man and the newspaper man. They will 
be presented by carefully selected speak- 
ers. Three addresses will also be made 
in reply by prominent bankers. 

In order that the convention may con- 
sider specific suggestions designed to 
build public approval by improved 
methods and by proper presentation of 
facts to the public, the various depart- 
mental sessions will be devoted to the 
study of these conditions. The results 
will be summarized and presented for 
discussion to the entire convention on the 
final day of the meeting. The sections 
which have special departmental ses: 
sions are: trust development, business 
development, savings, advertising tech- 
nique and public relations. 
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YOU, AS A. BANKER, SHOULD KNOW... 


In the last five years, 
Morris Plan banks 
and companies made 
3,698.705 loans, total- 
ling $880,348,136. (In normal 
years, larger figures.) 

You, as a banker, should know 
something of our purposes and 
methods. We are not philan- 
thropic institutions. We aim to 
earn a reasonable amount on our 
invested capital, accommodate a 
large group of people whose 
loans cannot be handled profit- 
ably by commercial banks, and 
deal fairly with the public. 

We are doing a useful piece of 
work. We are helping people 





level out the peaks 
and valleys of their 
income, teaching 
them to plan their 
expenditures, and financing con- 
sumer purchases on a sound and 
convenient basis. 

Our success and profit depend 
on how well we fit in with the 
public’s requirements and _ its 
sense of fair dealing. 

The striking growth of Morris 
Plan in twenty-four years indi- 
cates clearly that the public 
realizes we have improved the 
credit position of millions since 
1910. You, as a banker, should 


also realize it. 





MORRIS PLAN BANKERS ASSOCIATION* 


BALTIMORE, MARYLAND 


15 East FAYETTE STREET 


This series of advertisements is sponsored by 
Morris Plan institutions in the following cities: 


Axron, On10 
ABany, New York 
Arpmore, OKLA. 
AsHEviLLe, N. C. 
ATLANTA, GEORGIA 
Avsurn, N. Y. 
Battimore, MARYLAND 
BarRTLesviLLe, OKLA. 
BincHamton, New York 
Boston, Mass. 
Brivcerort, Conn. 
Brockton, Mass. 
Burrato, New York 
Buruincton, N. C. 
Cepar Rapios, Iowa 
Cuattanooca, TENN. 
Cuesea, Mass. 
CLeveLann, Oxn10 
Datias, Texas 
Davenport, lowa 
Dayton, Onto 
Denver, CoLorapo 


Des Moines, Iowa 
Dututu, Minnesota 
Enw, OKta. 

Fact River, Mass. 
Fort Myers, Frorma 
Fort Wayne, INDIANA 
Fort Worth, Texas 
Hartrorp, Conn. 
Hotyoxe, Mass. 
Kansas Cry, Missourt 
KNOXVILLE, TENNESSEE 
Lawrence, Mass. 
Lewiston, MAINE 
Louisvitte, Kentucky 
Lowe t, Mass. 
Maven, Mass. 
Mancuester, N. H. 
Miami, Frorma 
Minnearouis, MINN. 
New Beprorp, Mass. 
New Haven, Conn. 
Newport, R. I. 


New York, N. Y. 
OakLanp, CALIFORNIA 
Oxvanoma City, OKLA. 
Oranpo, FLorwa 
Pawtucket, R. I. 
PHivapecpenia, Pa. 
PHOENIX, ARIZONA 
PortLanp, MAINE 
PortsmMoutH, ViRcINIA 
Provmwence, R. I. 
Rocuester, New York 
Sr. Paut, Minn. 

Sr. Josern, Missouri 
Sacem, Mass. 

San Antonio, Texas 
San Francisco, Cat. 
SavaNNAH, GEORGIA 
Scuenectapy, New York 
Suawnee, OKA. 
Sprincriecp, Mass. 
Sprincrie_p, On1o 
Stockton, CALIFORNIA 


Syracuse, New Yor 
Tampa, Fiorma 
Terre Haute, INpiana 
Toevo, On10 
Torexa, Kansas 
Tucson, ARIZONA 
Tursa, OKLAHOMA 
Utica, New York 
Wasuincron, D. C. 
Wartersury, Conn. 
Water.oo, Iowa 
Westerry, R. I. 
West Warwick, R. I. 
Wicnita, Kansas 
Wumincton, DELAwaRe 
Wimincton, N. C. 
Wrnston-Sacem, N. C. 
Woonsocker, R, I. 
Worcester, Mass. 
York, PENNSYLVANIA 
Youncstown, Onto 


* with which is affiliated the Industrial Bankers Association, Inc. 
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This institution may be relied 
upon as a bank of Character, 
Strength, and Service — 


Character, that does not depend 
merely upon age and an impres- 
sive record of usefulness: 


Strength, that is based on more 
than adequacy of capital funds 
and total resources: 


Rather it is upon the high quality 


of comprehensive and efficient 
Service, daily rendered, that the 
reputation and standing of this 
Bank must and will continue 
to rest. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS 








URING the past five years it has 
D become increasingly evident that 

there is a distinct need for higher 
ethical standards among those engaged 
in the business of banking. 

We can blame economic conditions for 
the American banking debacle of 1930 
to 1933. No doubt the great depression 
was an important cause. We can blame 
the structure of the American banking 
system, with its multiplicity of under- 
capitalized banks. This too was an im- 
portant cause. But both of these taken 
together do not provide a complete ex- 
planation. There was a lack of atten- 
tion to ethical principles which unques- 
tionably constituted a third cause. 

A clear realization of the cause for 
this neglect is necessary before we can 
venture any suggestions as to possible 
remedies. In the first place the dis- 
regard for ethics has long been a char- 
acteristic of American business, and this 
has naturally found reflection in bank- 
ing. There has been a tendency for 
American business and American bank- 
ing to glorify the making of profits, with 
little or no attention to the means by 
which those profits are made. 

This was intensified by the general 
weakening of moral standards which 
followed the World War. The out- 
ward and visible evidence was a series 
of speculative real estate booms, the 
Florida boom being probably the best 
remembered. The speculative profits 
reaped by certain individuals resulted in 
riotous spending. The effort on the 
part of others to “keep up with the 
Joneses” who had made money through 
speculation caused the speculative fever 
to spread throughout the country. The 


possession of money or goods became 
the supremely important thing to mil- 
lions of Americans; it did not so much 
matter whether they were obtained by 
means which were slightly questionable. 
Profit was its own reward. 





Toward Sounder Banking Ethics 


By WILLLIAM Hayes 


It was inevitable that bankers, being 
human beings, should have been influ- 
enced by the general trend of thought 
and behavior. It is true of course that 
many bankers, remembering that they 
were trustees for their depositors, re- 
sisted the temptations of the times. 
Many others, however, were unable to 
swim against the tide, and as a conse- 
quence brought disgrace upon them- 
selves and the banking business gen- 
erally. 

Secondly, it is reasonably clear that 
excessive competition in banking tended 
to make bankers forget their ethical re- 
sponsibilities. Between 1900 and 1921 
the number of banks in the United 
States increased from approximately 
10,000 to over 30,000, or about 200 
per cent., while the population of the 
country was increasing only 42 per 
cent. The national wealth, when al- 
lowance is made for the rise in the gen- 
eral price level which took place during 
this period, showed an increase of only 
about 74 per cent. It is obvious that 
there were too many banks in 1921 and 
for many years thereafter, even if we 
concede that there might have been too 
few in 1900. 


TOO MANY BANKS 


The excessive number of banks meant 
that the available business was spread 
out too thin. Banks found it difficult 
to earn reasonable profits on legitimate, 
safe business. They were tempted to 
assume unwarranted risks in order to ob- 
tain high returns on loans and invest- 
ments. Excessive competition led also 
to the payment of high rates of interest 
on deposits. Many bankers felt that 
they were compelled to take risks or go 
out of business because the returns from 
safe loans and investments were insuffi- 
cient to provide for the payment of pre- 
vailing rates of interest on deposits and 
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at the same time cover the overhead 
costs. In such a struggle for existence 
it is little wonder that ethics were often 
forgotten. 

Thirdly, the ease with which banks 
could be organized brought into banking 
many individuals whose purposes and 
character were not suitable for a busi- 
ness which is very close to trusteeship. 
Many banks were organized by men 
successful in other lines of business where 
the qualities required are aggressiveness, 
courage, willingness to take risks in the 
hope of making profits. These qualities 
ceased to be virtues in a business which 
requires primarily conservatism, caution 
and the taking of as few chances as pos- 
sible, because it deals with other people’s 
money. Men who have been in the habit 
of taking chances in their own business 
find it hard to realize why they should 
not do likewise with the funds of a bank 
they control. It is almost imposstble for 
them to put safety and liquidity ahead 
of the chance for profit. Many of them 
do not even know of, and are certainly 
not influenced by the ethical principle 
which dictates that one should be more 
careful with the funds of another than 
with one’s own. 

Finally, there is no American banking 
tradition comparable to that which is 
said to prevail in Great Britain and some 
of the European countries. When the 
founders of the United States discarded 
European titles and nobility they dis- 
carded with them the ideal of noblesse 
oblige, and the loss to the country is 
incalculable. There were frequent oc- 
casions when the noble of old would say 
to himself, “This is one of the things I 
will not do, even though it be to my 
advantage—because I am a gentleman.” 
Much of that spirit seems to have de- 
scended upon the bankers across the 
water. There are a great many things 
they will not do, even though they be 
profitable—because they are bankers and 
bankers have an obligation to their de- 
positors and to the public as well as to 
their stockholders. In this country the 
all-too-frequent test of whether an act 
is right is whether it is profitable. Had 
there been better defined standards of 
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business conduct by which bankers felt 
honor-bound to abide they would have 
constituted real restraints against the 
combined influence of lower ethical 
standards in other businesses, specula- 
tive fever and excessive competition. 
The fact that there was some resistance, 
due to the personal ethical standards of 
some bankers is greatly to the credit of 
banking. It is too bad that there was 
not more of it. 

The question now is, what can be done 
to improve banking ethics? Well, the 


first step obviously is to encourage the 
growth of a sound tradition for Amer- 
ican banking by removing some of the 
influences which have impeded its de- 
velopment in the past. 


NO PLACE FOR THE SPECULATOR IN 
BANKING 


One of these is the spirit of specula- 
tion. It must be removed from banking 
as completely as possible. This is more 
easily said than done. The speculative, 
risk-taking instinct is deeply rooted in 
our natures, and is particularly preva- 
lent in the United States. Legislation 
will not eradicate it from banking, al- 
though something can be accomplished 
by that means toward discouraging men 
with a marked speculative bent from 
entering banking, and making it difficult 
for them to speculate when they do 
get in. There is a place in our economic 
system for risk-takers, but it is not in 
the banking business. That must be 
made as plain as possible. 

Speculation in banking can be dis 
couraged by making it more difficult to 
organize a new bank. An increase in 
the minimum capital required is one of 
the means which. might well be em: 
ployed. This will not necessarily pro- 
duce banks managed by men of better 
ethics since it does not by any means 
follow that those who can raise more 
money are more ethical. But it would 
make the organization of banks less 
casual and less attractive to speculatively 
inclined individuals. 

An even more effective curb could be 
exercised by the supervisory authorities 
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business of out-of-town banks 
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of the various states and the national 
system. To say that they are in a meas- 
ure responsible for the overexpansion of 
banking in the past is not to imply that 
they deliberately permitted it through 
ignorance or design. But most of them 
hold offices that are political in their 
nature and have had to yield frequently 
to political pressure. Yet it is possible 
to make the office of superintendent of 
banking comparatively free of politics. 
Indiana has done it. Other states will in 
time. That time will be speeded if 
bankers who read this article will in- 
augurate or support such a movement 
in their own states. 

The men who work in banks are im- 
portant as well as the organizers and 
the supervisory authorities. Banking 
ethics will be improved as fast as more 
ethical people are found in banks. Some 
method should be sought, therefore, to 
make it more difficult’ for unethical 
people to get into the banking field. 
Licensing of bank employes has been 
frequently mentioned and recently has 
been ably advocated for all new people 


entering banking in the report of the 
Grievance Committee of the Illinois 
Bankers Association. Many important 
banks and bankers throughout the coun- 
try are known to favor licensing of em- 
ployes. The sentiment for it is growing. 
Every banker can have a share in pro- 
moting this and thus do something to- 
ward improving the ethics of his pro- 
fession. 

It is true that the licensing of new 
employes would probably involve ex- 
amining them on their competence 
rather than their ethical standards. It 
would establish their technical training 
and intellectual equipment for the task, 
not their moral principles. But these 
are not so far apart as might be sup- 
posed. Lincoln Steffens, who as one of 
the great “muckrakers” should know 
something about this subject, insists that 
genuine intelligence and ethics are more 
closely related than most people believe. 
The banker who realizes that sound 
banking requires that his depositors’ 
funds must be kept in liquid invest- 
ments, and that diversification is one of 
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the ways to do this, is less likely to 
become involved in an excessive amount 
of frozen local loans and then be tempted 
to speculate to extricate himself. It is 
the unintelligent or untrained banker 
who regards local loans as a_ patriotic 
cuty who is likely to become so much 
interested in local properties that he is 
tempted to do things he should not in 
order to save them or the people who 
are interested in them. Yes, the licens- 
ing of bank employes would do much 
toward, sounder banking ethics. 

When we venture forth beyond these 
practical measures into the realm of 
creating a new and better American 
banking tradition the path is not so easy 
to follow. We enter the realm of ab- 
stract and intangible ideals where prog- 
ress is difficult. How to encourage 
sounder banking ethics when ethics are, 
in the last analysis, impulses and re- 
straints that come from within?. Legis- 


lation will not do it; regulations will 
not do it; clearing-house rules will not 


do it; codes will not do it. 


WHAT IS SUCCESS? 


In the way stands the American at- 
titude which places an enormous pre- 
mium on business success. The great 
business “leaders,” men who are looked 
up to and respected, are too often simply 
shrewd traders who have accumulated 
fortunes. “Pool managers” are spoken 
of, even in our newspapers, with ad- 
miration and respect, if they have been 
successful, instead of being recognized 
for what they are—a glorified type of 
swindler. Real estate speculators are 
dignified with the titles of “operators.” 
Promoters come to be called “financiers” 
or even “financial geniuses,” provided 
only that they have promoted enough 
successful ventures, usually with other 
people’s money. 

We do not mean to decry business 
success. It deserves respect when it is 
fairly gained. What we do deplore, 
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however, is the tendency of the Amer- 
ican public to acclaim any success, no 
matter by what means it is obtained, 
It is not necessary for us to call the roll 
of the fallen mighty to illustrate the 
point. Success itself is not the measure 
of the social worth of a man or a busi- 
ness. The success must be obtained by 
honorable means. We do not admire 
a football team which makes touchdowns 
by offside play, holding, slugging and 
other unfair means. We admire the 
team than can win by playing the game 
according to the rules. It is more of 
that spirit that is needed in American 
banking. 

Perhaps it would help if we had a 
better and more clearly defined set of 
rules. Perhaps it would be helpful for 
some banking organization to draw up 
a code (which has no relation to the 
NRA) of ethics for the banking busi- 
ness which would define the bank’s duty 
to its depositors and to the public. If 
widely enough circulated some of the 
principles there set forth might take 
root and spread. 

Outside of this it is hard to specify 
anything that will certainly improve 
ethical standards in banking or any other 
line of business. Religion will help 
some—any religion so long as the em 
phasis is on leading a better life rather 
than on mysticism and devotions. Edu 
cation will help some. What will be 
of most assistance will be the bankers 
here and there, all over the country, 
who set the example by clinging firmly 
to sound ethical standards in good times 
and bad. As the number of these in 
crease, and as they are paid the respect 
they deserve, perhaps an American bank- 
ing tradition will be developed which 
will prevent a recurrence of the sad 
events of recent years. It is the author's 
hope that this article may encourage a 
few bankers to resolve to take the lead 
in this movement. If it does so it will 
have fulfilled its purpose. 





The Importance of “Leverage” in Investment 
a 
Trust Common Stocks 


By ARTHUR A. WINSTON 
Director of Statistical Department Distributors Group, Inc. 


ment trust was the last financial 
development in the late lamented 
1929 “New Era” days of prosperity, it 
is no small wonder that this type of 
financial organization was held in scorn- 


Seen the management type invest- 


June, 1932 Low to September, 1932 High 
March, 1933 Low to July, 1933 High 
January, 1934 Low to February, 1934 High 


ful regard during the dark days of the 
ensuing depression. 

It cannot be denied that many invest- 
ment trusts should never have been 
started for the simple reason that their 
sponsor managements were more com- 
petent as sales organizations than as in- 
vestment counselors. But the lessons of 
the past have been learned, let us hope. 
We have today in America abqut one 
hundred management trusts of fair size 
in which there is an important’ public 
interest. The net assets of these trusts, 
taken at market values, approximate 
$1,000,000,000, a portion of the invest- 
ment field by no means negligible. 

The greater proportion of these trusts 
are those of the “leverage” type, in 
which the common stock outstanding is 
preceded by senior capital, such as 
bonds and preferred stock capital. As 
a result of this leverage, the earnings 
and asset value of the trusts’ common 
stocks move quite violently up and down 
as the value of the securities owned by 
the trusts fluctuate with the bond and 
stock market. As a consequence, the 
market prices of leverage trust stocks 
show wider fluctuations than almost any 
other class of common stock. Compared 
with the general market, as measured 
by the Standard Statistics Company’s 90- 
stock average, leverage trusts have in 


Leverage Trust Stock Index 


the past shown quite extended recoveries 
since the lows of 1932. The manner in 
which leverage trust stocks rise and fall 
much more rapidly than the general 
market index is indicated by the follow- 
ing table: 

Per Cent. Appreciation 


Distributors Group, Inc. Standard Statistics 
90-stock Average 


+100% 
+105 
ae 


The investment opportunities in se- 
lected leverage trust common stocks are 
so great that they can hardly be omitted 
from any portfolio intended to benefit 
through the general recovery of business 
and security prices. 

AN OPTION ON THE FUTURE 

The holder or purchaser of a lever- 
age trust common stock, in effect, is op- 


erating a margin account, except that 


instead of borrowing the major part of 
his account from a bank or broker and 


thereby subjecting himself to call for 


more margin in the event of a decline, 
the greater part of his working capital 
is put up by the holders of the senior 
capital of the trust, i.e., the bond and 
preferred stock holders. 

A simple example can be had from 
the following: On December 31, 1933, 
American International Corporation, a 
leading leverage type management trust, 
reported total net assets (at market or 
appraisal value) of $17,929,286. Of 
this $13,821,000 was applicable to the 
51/4, per cent. debentures due 1949 out- 


standing, and the balance of $4,108,286 


applied to the common stock, or $4.08 
for each of the 1,007,973 common shares 
outstanding. In tabulated form this sets 
up as shown in the following table. 
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Common Stocks 
Other Assets 


Total Assets 
Senior Capital (5% °49) 


Common Equity 


Amer. Intl. 

Portfolio 
$12,898.070 

5,031,216 


Amer. Intl. Per 
Common Share 
$12.80 

4.99% 
$17,929,286 
13,821,000 


$17.79 
13.71 


$ 4.08 


$ 4,108,286 


* $4.48 in bonds and preferreds ($4,519,399). 


If the common stock market doubled 
none of this gain would accrue to the 
51/49 holders who are entitled only to 
par value. The common equity of $4.08 
would therefore be increased by $12.80, 
or to $16.88, or fourfold. Quite 
naturally American International com- 
mon stock has been selling at a premium 
over asset value, as this appreciation ca- 
pacity is quite valuable. So we find 
that it sold on December 31, 1933, at 
714, compared with the $4.08 asset 
value. In the event of a 100 per cent. 
rise in the trust’s common stock hold- 
ings, the ratio of the common stock’s new 
asset value would be more than double 
its December 31 market price even if 
the trust’s other assets did not appreciate. 
This is known as the trust’s “leverage 
possibilities,” and by means of this 
method various trust leverage stocks can 
be compared as to attractiveness at any 
given price. 


Per Share 
Market 


Adams Express 

Amer. Eur. Securities 

Pate. NREL, GED, 6.6, :s.clare vies 080 
Biuve Mrgge Corns... .. . oe cece ce 
Rae weet. Fl Coe ik wcis iw nsics v0 
Gen. Amer. Inv. 

Gen. Pub. Serv. 

Prudential Inv. 

Second Natl. Inv. 

Sel. Industries 

Shenandoah Corp. 

Sterl. Sec. Cl. A. 

Sun Investing 

Tri-Continental 

U. S. & Intl. Sec. 


Do loo et m4 Jolne 


*Tuly 18, 1934, 
December 31, 1933. 


The potentialities of these stocks in a 
sustained rising market over the next 
few years can be seen from the figures 
on a representative group of this class 
as shown in the accompanying table at 
the foot of this page. 

The projected asset values would be 
even higher if total assets appreciated. 
In addition, it is entirely possible that 
the stocks may continue to sell at a 
premium over asset value in the future. 
Furthermore, in the event of stricter 
margin requirements, many investors will 
be attracted to leverage trusts. 

In the past four years the recoveries 
in individual trust stocks have been con- 
siderably larger than the recoveries in 
the general market as shown by the fol- 
lowing figures. From December 20, 
1929, to August 25, 1933, there have 
been 19 upward market swings of 10 
per cent. or more (as based on the 
Standard Statistics 90-Stocks Averages) 


Asset Value of Common Share in Event of 
Rise in Total Common Stock Holdings of 
Trust from 12/31/33 of 

Ratio to 
12/31/33 
+100% Mkt. Val. 
$20.56 2.74 
8.12 25 
16.87 5) 
6.10 3.25 
24.05 4.09 
18.86 32 
5.92 aR pj 
18.09 45 42.31 
3.49 cae 31.49 
0.67 fey 4 18.87 
3.61 .92 17.03 
5.36 58 42.69 
15.09 35 33.73 
11.20 36 28.02 
0.42 16.16 


Ratio to 
12/31/33 
Mkt. Val. 


6.50 
5.14 
5.66 
8.69 
9.95 
5.22 
7.35 
8.06 
15.75 
6.29 
9.08 
28.46 
7.50 
5.90 
11,79 


+300% 


$48.78 
33.42 
42.46 
16.29 
58.48 
ae.1% 
20.21 
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levels of the security markets were at approximately the same level as 
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Adams Express Co. (a) 

Amer. International Corp. (a) 

Capital Administration Co., Ltd. (b) 
General American Investors Co. (b) 
Tri-Continental Corp. (b) 


(a) As of December 31, 1933. 
r (b) As of June 30, 1934. 


uninterrupted by 10 per cent. declines. 
(N. B. From August 25, 1933, to 
December 31, 1933, the market was 
generally up, with no 10 per cent. 
drop.) The market price of each stock 
listed below was taken at the beginning 
and end of each such period of general 
market advance and the percentage of 
change compared with that of the gen- 
eral market. Of course the exact date 
of the top and bottom of the general 
market may not have coincided with the 
date of the top or bottom of the stocks 
in the following table, with the result 
that the total range of each of the stocks 
in question has not been considered. 


Total Percentage Movement 
Times General Market 


2.18 
Pe oe 
2.14 
2.41 
1.30 
2.10 
1.67 
3.50 
2.94 
2.65 
2.50 
1.46 
2.04 
2.21 
1.66 
1.84 
1.78 
2.08 


Adams Express 

American European 
American International ... 
American Superpower 
Atlas Corporation* 

Blue Ridge 

Capital Administration 
Central States Electric 
Electric Bond & Share ... 
General American Investors 
General Public Service 
Prudential Investors 
Second National Investors 
Standard Investing 
Tri-Continental 

United Corporation 
United Founders 

U. S. & Foreign Securities 
Utility Equities 


Average 


*Based on last sixteen swings, only ones 
available. 


Breakdown of Portfolio at Market Prices 
Cash and 
Equivalent 


Common 
Stocks 
88.9% 
69.8 

3 49.8 

Fi 87.9 

8. 63.8 


Bonds 


2.2% 
14.1 
32.3 


Total 


100.0% 
100.0 
100.0 
100.0 
100.0 


Preferreds 


7.3% 
10.4 


3.6 
20.0 


The management record of the lever- 
age trusts has been a fair one as the ac 
companying table indicates. Most trusts 
have not lost as much assets as would 
be indicated by the decline in the gen- 
eral stock market and a few are astonish- 
ingly better. Even from a pessimistic 
point of view the trusts can be expected 
to do at least as well as the general mar- 
ket since most were quite fully invested 
at the year-end. 


CONCLUSION 


The expense ratios of most trusts have 
not run above an average of 1 per cent. 
of net assets (taken at market values) 
which seems a fair expense ratio. That 
most trusts look forward to continued 
rising security prices can be seen from 
the fact that as of December 31, 1933, 
35 (with aggregate resources of almost 
$600,000,000), reported cash and equiv 
alent of only 7 per cent., compared with 
more than 20 per cent. for a representa: 
tive group the year before. As of June 
30, 1934, approximately the same level 
of 7 per cent. prevailed. 

The security portfolios consist in the 
main of well known securities with good 
liquidity and with a fair representation 
of bonds and preferred stocks as the 
table at the top of this page shows. 

From the picture given above it can 
be seen that leverage trust common 
stocks offer an opportunity for both the 
long-pull holders as well as the margin 
trader. 





Inflation via Silver 


By E. C. Harwoop 


Director, American Institute for Economic Research, Cambridge, Mass. 


NE of the most interesting as- 
O pects of current discussions re- 

garding the Administration’s sil- 
ver program is the fact that the real 
significance of the process seems to have 
escaped attention. That the conse- 
quences might include some degree of 
inflation has been widely noticed, but 
there is apparently no agreement as to 
the degree of inflation which may result. 
Consequently, the most serious dangers 
involved have not been given the pub- 
licity they deserve. 

It is only natural, perhaps, that at- 
tention should center at first upon the 
heavy seigniorage charge which the Gov- 
ernment is making when it issues $1.29 
in currency for 50c worth of silver, at 
the current market. The general at- 
titude seems to be that the entire silver 
monetization process is inflationary only 
to the extent that the currency issued 
exceeds the market price of the metal 
acquired. Presumably those who view 
the matter in this light would be quite 
satisfied with the program, so far as its 
inflationary aspects are concerned, if the 
market price of silver happened to be 
the same as the dollar’s worth of cur- 
rency issued. 

It seems probable that, if the Gov- 
ernment continues its present policy by 
purchasing silver in the markets of the 
world, the price in terms of the United 
States dollar will rise. It is not at all 
inconceivable that the price will ap- 
proach and in time even exceed, the 
$1.29 per ounce basis upon which cur- 
rency is issued. That event, however, 
would not make the silver purchase plan 
safe, nor would it remove the grave 
dangers of inflation which at present 
exist. 

In order to make clear the funda- 
mental principles involved, it is neces- 
sary to discuss briefly the details of the 
process. In many respects it is precisely 


similar to the issue of currency in ex- 
change for newly mined gold received 
by the treasury. There are certain im- 
portant differences, however, which 
must not be overlooked. 

The silver certificates which the Gov- 
ernment issues represent no tangible 
value except the intrinsic worth of the 
paper plus whatever amount of silver 
may be deposited. Let it be assumed 
that the certificates issued are equal in 
dollar value to the current market price 
of the silver. The holder of silver 
bullion delivers it to the nearest mint 
and receives certain pieces of paper 
which are circulating currency by gov- 
ernment order; that is, they are United 
States dollars. 

The recipient of this new paper money 
will presumably either deposit it in his 
bank or spend it directly for articles 
which he desires. In either event the 
new purchasing power soon finds its 
way into circulation; and, if it is more 
than is currently required in the form 
of hand-to-hand money, it will be de- 
posited in the banks of the country by 
those individuals who find that it is in 
excess of that which they wish to carry 
on their persons. 

When these silver certificates are de- 
posited in a bank a credit is established 
in the form of an addition to the de- 
mand deposit of the depositor. His 
checking account is larger by the amount 
of this deposit and therefore his ability 
to buy will be increased although the 
silver certificates involved may never 
again be withdrawn from the banking 
system. In other words even though 
these silver certificates may be deposited 
in the country’s banks, there will remain 
in circulation demand deposits subject 
to check of an equivalent value. 

In view of the fact that many banks 
are members of the Federal Reserve 
System, it is quite probable that silver 
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certificates received by them will be de- 
posited in the local Federal Reserve 
bank, or that the silver certificates will 
be substituted for Federal Reserve notes 
which are already in circulation and 
that the extra notes held by any par- 
ticular bank will be turned in to the 
Federal Reserve bank. The effect of 
this process is not to retire the silver cer- 
tificates or an equal amount of purchas- 
ing power from circulation but to in- 
crease the member bank’s reserve deposit 
In view of the fact that the member 
banks, as a whole, now have large excess 
reserves this means that they will have 
even greater reserves and that the pres- 
sure to loan or invest them will be cor- 
respondingly increased. It is important 
to note in this connection that the pres- 
sure on the member banks of the country 
to increase their spending is an addi- 
tional inflationary influence over and 
above the original dollar amount of the 
silver certificates issued which remain in 
circulation in the form of demand de- 
posits subject to check. 

It is plain enough that the process 
just described is not altered in funda- 
mental principle if the Government col- 
lects a heavy seigniorage fee. Issuing 
silver certificates of much greater dollar 
value than the market value of the sil- 
ver received will only accentuate the 
problems which will eventually result 
from the presence of new purchasing 
power in the channels of trade. 


THE VITAL DISTINCTION 


The vital fact is that the process de- 
scribed above is different from the or- 


dinary marketing of silver. Prior to 
the adoption of present policies owners 
of silver bullion could offer their hold- 
ings on the market, in which event they 
received in exchange money already in 
circulation, either in the form of cur- 
rency or checks on the demand deposits 
of others. 

Even in the case of the silver mining 
corporations which obtained new credits 
from their local banks on the security 
of the silver bullion held the new de- 
mand deposits thus created were bal- 


anced by sale of the silver bullion itself 
in the markets of the world. It is clear 
that, in the ordinary marketing process 
which was the rule before remonetiza- 
tion of silver was attempted, silver was 
just like any other commodity and that 
its production did not involve permanent 
additions to the circulating purchasing 
power of the country. 

On the other hand, it is equally ap- 
parent that when silver is purchased 
with newly printed paper currency 
there is a permanent addition to total 
purchasing power, either in the form of 
this currency or in the form of addi- 
tions to checking accounts in the event 
that the currency is turned over to the 
banking system. Furthermore, the silver 
bullion involved is in government vaults 
rather than for sale in the markets of 
the world. Consequently there are no 
finished goods or commodities coming to 
market simultaneously with the issuancz 
of the new purchasing power. This 
necessarily means that demand for goods 
is increased prior to an increase in sup- 
ply and it is a foregone conclusion that 
the usual inflationary phenomena will 
result. 

In addition to the directly inflationary 
effects to be expected from this issuing 
of new money on the basis of a com 
modity other than gold, there are the 
indirect inflationary effects which will 
result from still further increasing the 
bank reserves of the country. Even at 
present the excess reserves are of such 
magnitude as to make possible the great’ 
est credit inflation which has ever been 
seen in the United States. The mere 
normal use of a portion of these excess 
reserves by the banking system will set 
in motion an inflationary progression 
which may eventually use a major por’ 
tion of them. 

In this connection it is important to 
note that the effects of bank utilization 
of excess reserves are cumulative to such 
an extent that the increase in deposit 
purchasing power resulting therefrom 
may be as much as ten times the original 
reserves. That this is actually the cas? 
can easily be seen. 

When Bank A, for example, decides 
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to invest a portion of its excess reserves 
it does so by purchasing securities in 
the open market or loaning on real es- 
tate or some other security. The recip- 
ient of these funds, in the normal course 
of events, has them credited to his ac- 
count in his own bank which we may 
call Bank B. The demand deposit 
(checking account) of the individual 
receiving the funds is increased and the 
reserve account of his bank is likewise 
increased by the transfer of the excess 
reserves of Bank A to Bank B. Bank B 
is then faced with the problem of utiliz- 
ing these excess reserves, of which only a 
small portion are required to be held as 
a reserve against the new demand de- 
posit or checking account, of its indi- 
vidual depositor. By following through 
the process in detail it is readily seen 
that the expansion in checking accounts 
may finally be approximately ten times 
the amount of the excess reserves which 
were used to initiate the process. 

In view of the important consequences 
to be expected from this most recent 
action by the Administration it is de- 
sirable to form an estimate of the prob- 
able extent of the operations. It will 
be recalled that the silver purchase act 
of May 12, 1934, definitely stated that 
it was the policy of the United States 
to maintain one-quarter of its monetary 
stock in the form of silver. Further- 
more, the Secretary of the Treasury was 
positively directed to carry out that 
policy with certain limitations and re- 
strictions. In his recent proclamation 
President Roosevelt declared that it was 
necessary to effectuate that policy and 
that the nationalization of silver bullion 
was a step toward that end. It is re- 
liably reported that other appropriate 
steps have already been taken, such as 
the purchase of silver abroad, and it 
may be assumed thatthe policy will be 
continued. 

The monetary stocks of the country 
on june 30, 1934, consisted of about 
$7,900,000,000 worth of gold and ap- 
proximately $500,000,000 worth of sil- 
ver (silved valued at $1.29 per ounce). 
It is apparent that if the amount of gold 
just mentioned is to constitute three- 


fourths of our monetary stocks the silver 
required must be valued at approxi- 
mately $2,600,000,000. On the other 
hand, if it be assumed that some of the 
gold will be used for purchasing silver, 
it is possible that when the process is 
completed total monetary stocks will be 
no greater than they now are, in which 
event the total amount of silver involved 
will be slightly less than $2,000,000,000 

From the foregoing it is apparent that 
continuation of the present silver pur- 
chase program will involve the ultimate 
acquirement of between $2,000,000,000 
and $2,600,000,000 worth of | silver. 
That the purchase of such enormous 
amounts in the markets of the world 
will raise the price of the metal is a 
foregone conclusion. Whether it will 


reach or exceed $1.29 per ounce is quite 
impossible to say. 


CONCLUSIONS 


The important conclusions which are 
possible may be summarized as follows: 

1. All purchases of silver by means 
of newly issued currency are directly 
inflationary to the extent of the dollar 
amount of the money so issued. This 
is true regardless of the intrinsic value 
of the silver involved. 

2. The potential inflation which is 
possible because of the further increase 
of bank reserves is of staggering pro- 
portions and may be as much as ten 
times the new currency issued. 

3. In principle the process is exactly 
similar to the issuing of currency in 
France secured by land, the policy which 
Mr. White has so vividly described in 
his history of the French inflation of 
1795. The only difference between the 
two processes is that silver bullion is 
readily transported and is perhaps more 
easily salable than real estate. That 
possible difference, however, has no bear- 
ing whatsoever on the degree of inflation 
which results from the process. There- 
fore, the latest monetary program of 
the Administration means further de- 
preciation of the dollar and further com- 
plication of our already burdensome 
economic difficulties. 





The Debtor Class 


A Manuscript of 1877 


By JosEPH D. HoLMEs 


This article is from an original manuscript, bearing date of June, 1877. 


At that time 


the country was still experiencing the effects of the panic of 1873, and the author's views— 
deprecating the undue use of credit—are applicable to our present situation, caused very 
largely by the same conditions which brought about a collapse more than sixty years 


ago.— Editor. 


EAUTIFUL Credit! The founda- 
B tion of modern society. Who 

shall say that this is not the golden 
age of mutual trust, of unlimited re- 
liance on human promises? That is a 
peculiar condition of society which en- 
ables a whole nation to instantly recog- 
nize point and meaning in the familiar 
newspaper anecdote, which puts in the 
mouth of a distinguished speculator this 
remark:—I wasn’t worth a cent two 
years ago, and now I owe two millions 
of dollars.” 

When time shall have removed the 
almost brutal sharpness with which the 
satire of the “Gilded Age” strikes the 
sensitive modern reader, a fairer judg- 
ment, and a more favorable one, will 
place Mark Twain beside Thackeray for 
the faithfulness with which his work 
has held up the mirtor to the times. 

In choosing this for a text, it should 
also be stated that the suggestion of the 
theme of this article originated with some 
thoughts in the Hon. David A. Wells's 
late inquiry “Are titles and debts prop- 
erty?” which coincided remarkably with 
preconceived notions of this writer and 
led to their being put in this shape. 

It is common enough to say that the 
panic of September, 1873, found the 
country engaged in the wildest ranges 
of speculation; and that in the sudden 
check to confidence caused by a promi- 
nent and trusted house finding that there 
was a limit to the willingness of the 
public to commit funds to their further 
use, in a range that was pretty widely 
extended even for that diffuse period— 
that in the abrupt halt called by these 
representative leaders in the speculative 
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ranks was found the inevitable cause of 
a collapse that was as inevitable as it 
was disastrous and instantaneous and 
complete. 

It is a favorite figure with many 
philosophers that mankind in its ad- 
vances moves in a spiral; advancing in 
wider and increasing strides but with 
a contemporary and a recurring retro- 
grade that in its periods intersects again 
the old line of advance and takes it up 
to push it further forward still. 

Not without reason does Mr. Charles 
Reade follow the experiences of the 
South Sea bubble with the record of 
another disaster, only differing sufk- 
ciently in its phases that the shrewd son 
of the banker of the first volume be- 
comes the father in the second, only to 
repeat the father’s mistake. 

The haste to accumulate riches, the 
innate egoism of the successful mind, or 
any kindred though dissimilar phase of 
human weakness, is easily urged in ex- 
planation of this tendency. Our own 
national history forms no exception. 

It would be strange, it would be piti- 
ful, if after a reckoning such as we have 
paid and are paying we should be no 
wiser on the score of the future. Ex- 
perience is a severe teacher; it has been 
added that fools will learn of no other, 
which implies that fools even will profit 
by the teaching of a severe past and the 
stern results of law. It is then another 
reason than foolishness that must be 
given when those laws and those re’ 
sults are found to be equally ignored 
after an experience that may indeed be 
termed “severe.” 

Mr. Wells says: “Everyone who has 
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had any experience knows that nothing 
is more difhcult than to attempt to ex- 
cite popular interest in any question in- 
volving social, political, or moral re- 
forms by presenting and arguing the 
matter abstractly.” 

Nevertheless, much can be done to- 
ward molding public opinion by a 
proper exposition of facts, placed on a 
true basis and in proper relations as en- 
tities and as relatives. Much can be 
done in the way of giving direction to 
public sentiment and the progress of 
ideas by agitation in the surest channels, 
among the most intelligent of those who 
influence that sentiment. 

In spite of all we have learned or 
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should have learned from the disastrous 
results of 1873, from the effects of which 
it may be premature to say we are fairly 
convalescent, business is still transacted 
to an enormously unnecessary extent on 
a basis of credit. 

There seems to be a general feeling 
that safety lies in the old direction, in 
the old way, that there is no new way, 
or rather no older, safer way. 

No reference is made whatever, here, 
to those who are clinging to the shadows 
of old hopes long since worse than dead, 
to those who are waiting for old sem- 
blances to resume the appearance of life; 
for their ever-to-be-forgotten balloons to 
re-inflate, and bear them up beyond the 


A Crisis a Minute. “I want a policeman,” “Thirty 
day’s extension — please,” “The hot water pipe is 
leaking,” “Baby broke her doll.” Crises big and little 
are being continually reported by telephone. At 
trifling cost in relation to the values at stake, it 
helps you to get action when action is all important. 


Bell Telephone System 
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region of necessity and hope, to the 
seventh heaven of realization. There is 
enough land laid out in small building 
lots in the States of New Jersey and 
Connecticut and on Long Island for a 
population of ten millions of people, each 
family in a separate house and on a 
separate plot of ground. Of the owners 
of such property I do not speak. There 
may be a future for some few. The ma- 
jority will go on paying taxes or default- 
ing mortgages to the end of time, or 
the current century. 

But what the mass of people to whom 
I would speak and whom I now address 
do not seem to understand is that— 

The actual sum of all their posses- 
sions to them is the actual value of those 
possessions, less their debts. 

That a man who holds two pieces of 
property worth nominally each thirty 
thousand dollars, and mortgaged each 
for fifteen thousand, should feel wealth- 
ier than if he held but one and that clear 
of incumbrance, may seem absurd to 


anyone who looks at it from the outside 
point of view; but he feels that he has 
sixty thousand dollars’ worth of prop- 
erty and seldom thinks of striking an 


accurate balance. Though it seems trite 
that Mr. Wells should say: 

“In any estimates of property the 
debts «are to be eliminated from nominal 
values in accurate appraisements of ag- 
gregate property.” 

Yes, but— 

“Tt almost requires a surgical opera- 
tion to get the idea into some men’s 
brains that the act of paying a debt is 
not an annihilation or extinguishment of 
some pre-existing property.” 

I have no desire to generalize more 
than necessary, but it will readily be 
seen on analysis that all this extension 
of credit on the basis of debts being 
realty, is not only unnecessary but harm- 
ful in many ways, not the least of which 
is the retarding of that healthy pros- 
perity which will bring surest relief to 
those classes now most in need of it. 

The principal argument in favor of 
a credit basis of transactions is the fa- 
cility for the enlargement of operations. 
That this result is often reached by this 


means when otherwise entirely unattain- 
able is readily granted; that it is a de- 
sirable end is open to question. 

The judgment of foreigners, it has 
been observed, is equivalent to the judg- 
ment of history. An interest will cer- 
tainly attach to the opinions of those 
capable of judgment with an especial 
regard when expounded by persons of 
another nationality. The British official 
reports on the woolen industries at the 
Centennial Exhibition should possess this 
interest for us. Mr. Henry Mitchell, 
one of the judges says: 

“While no doubt the manufacturers 
on the Continent are pressing very 
closely upon us in some qualities of 
cloth, at the same time we must not 
forget that our great rival is America.” 

Then, after acknowledging our re- 
markable advances in this direction, he 
says: 

“The manufacturers do not deal di- 
rectly with merchants or distributors of 
goods, but they have agents in most of 
the large cities to whom they send their 
productions for sale. The agents charge 
a commission of 5 per cent. with in- 
terest at the rate of 7 per cent. This 
entails an additional charge on the cost 
of the goods, and the system is consid- 
ered to be mischievous, as in many in- 
stances they continue to produce goods 
for which there is not an active demand, 
while they obtain advances from their 
agents, and ultimately suffer great pe: 
cuniary loss in the sale.” 

By whom is the system “considered 
mischievous”? By Mr. Henry Mitchell 
probably. Certainly no more ingenious 
system could be devised. Like the Jesuit 
propagandism, of which Macaulay said, 
it was so perfect that it must have been 
either divine or diabolical in its origin. 
What could be better? The manufac- 
turer makes and forwards the goods and 
receives a large advance to pay his hands 
and buy more material to keep his ma- 
chinery running. The commission mer- 
chant is amply secured by the merchan- 
dise, which is in his possession; and for 
the sale of which he receives the money. 

And yet the New England Woolen 
Company suspends, and the commission 
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house being a large owner in the mill 
property, and combining both the above 
advantages, and also both the mill and 
commission profits—this advantageous 
combination pulls down the commission 
house with the mill, in a failure wherein 
all is lost but honor. 

And the cause is stated most accurately 
by Mr. Mitchell in the last paragraph 
I have quoted. He adds: 

“With the present uncertainty in re- 
gard to the future, it is not likely that 
there will be any large increase in do- 
mestic production.” 

EXCESSIVE LOANS ON REAL ESTATE 

Thus one phase of these results may 
be represented. This extension of credit 
has, however, found its most luxuriant 
growth in the form of loans on real es- 
tate secured by mortgage, and such have 
been the facilities and encouragements 
of contracting indebtedness of this nature 
that the piece of real estate unincum- 
bered with this kind of lien has become 
the exception. 

It opens a wide field of speculation, 
sometimes, when the advisability of one 
of the everyday circumstances of civil- 
ized life is called in question, but this 
writer has no hesitation in saying that 
there would be a healthier basis of busi- 
ness transaction without the use of this 
form of credit; that the facility with 
which money has been obtained in this 
way has had much to do with the in- 
flated, purely speculative transactions 
which have, with other causes, left the 
real estate market in its present chaotic 
condition; that the improvements which 
have been conducted on this basis had 
been better done in some other way or 
left undone; that it was a matter of 
course that done in this way they should 
be overdone; that a far healthier state 
of affairs would exist if a natural growth 
had been waited for and allowed to de- 
velop’ only as requirements rendered 
necessary; that mushroom, abnormal, 
speculative, visionary, even outlandish 
schemes, failed not to be forthcoming 
under the hot-house pressure of any 
easy, elastic credit, and a return to nor- 


ef 


mal conditions became catastrophe; that 
a needless insecurity was added both to 
the tenure and the value of real prop- 
erty. 

Two things are here to be considered. 
First, our remarkable national growth, 
including wonderful local changes of 
conditions, which being novel must be 
met by extraordinary means. That the 
capital for street improvements and new 
buildings must have been forthcoming is 
true, but some of the entailed conditions 
were certainly unnecessary. When a 
town sought capital on the credit of its 
bonds, the facility was too charming to 
be resisted and “improvements” were 
projected in every direction far beyond 
present needs and the army of con- 
tractors and their laborers still kept on 
at the expense of the body corporate 
long after every excuse of urgency had 
passed away. 

In the case of the house-builder, the 
following proposition existed: 

By a false system of taxation his un- 
improved property was valued at an ex- 
treme figure and then assessed for its 
share in the corporate expenditure. The 
only prospect of a return for these pay- 
ments was in improvement of the prop- 
erty. What should have been done in 
these confessedly adverse circumstances 
was either to sell enough land to pay 
for improvement of the balance or to 
sell all to him who had enough means 
to make the improvement. 


INSURANCE COMPANIES AS ABSORBERS OF 
MORTGAGES 


But why not do as other men are do- 
ing? Here steps in facility of credit, 
and—the insurance company. Second 
consideration. 

Within the past thirty years an inter- 
est has arisen and developed in this 
country of the most extraordinary di- 
mensions, of fabulous and unprecedented 
growth. The laws governing previous 
business transactions of whatever nature 
or magnitude have here no application. 
Its influence on our national life, its 
effect on all politico-economical sugges- 
tions, its future existence and extent, 





278 


have none of them been adequately con- 
sidered or understood. 

The Mutual Life Insurance Company 
of New York started in 1843 without 
capital. “Alk its accumulations have 
been from its premium receipts and the 
interest and income growing out of the 
same. At present it has in force 92,125 
policies insuring $301,278,037, and its 
business for the year 1876 was the issue 
of 8,120 policies and the receipt of 
$15,136,703.36 in premiums. In its de- 
partment of securities it controls and 
cares for bonds and mortgages on real 
estate amounting to $60,856,200.18. 
These mortgages are to the extent of 
about fifty million dollars upon prop- 
erty throughout the State of New York 
and scattered throughout the towns from 
Lake Erie to the ocean, in sums of one 
thousand dollars and upward. Other 
loans are on property in the States of 
New Jersey, Connecticut, Massachusetts 
and Pennsylvania. On these loans in- 


terest is collected semi-annually and the 
sufficiency of the security examined from 


time to time and where necessary 
strengthened. These loans are nearly 
all due and subject to the call of the 
company. The new loans during the 
year amounted to $5,962,926.77. 

“The aggregate of the securities of 
this company, as stated in the recent re- 
port of the Superintendent of Insurance, 
is $82,076,706.87, a sum larger than 
that of the capital of all the National 
banks in New York City, and, it is be- 
lieved, the largest sum owned and con- 
trolled by any moneyed corporation in 
the world.” 

(Vide report for 1876.) The receipts 
aggregated over sixty thousand dollars 
per working day. 

The Equitable Life Assurance Society 
was organized in 1859. “Its history ex- 
hibits a growth and progress unexampled 
in the history of life insurance. Among 
their securities are bonds and mortgages 
for $16,015,142.98, and total assets 
amounting to $31,569,079.41.” 

(Vide report 1876.) This is the ac- 
cumulation of seventeen years. 

I have no place here to discuss the 
future growth or existence of this 
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gigantic interest, nor would I speak of 
it now at all except in relation to its 
evident influence in the increase of the 
debtor class in this country, the pres- 
sure of this tremendous accumulation 
continually seeking an outlet, enlarging 
the facility of credit and increasing the 
temptation of the borrower, and this 
much is easily made plain. 

One of the objections urged most 
strenuously against the establishment of 
savings banks in connection with the 
post office department, as at present 
conducted in Great Britain, is that it 
would withdraw money from the local 
savings banks throughout the country 
and thus diminish the facilities for mort- 
gaging property for its improvement. 
The time will come when it will be seen 
more plainly that the most desirable ob- 
ject to be gained in building up a na- 
tion is not speculative improvement of 
real estate with borrowed money. 

I would reiterate, that a healthy need 
of improvement will always compel the 
capitalist to improve as fast as neces- 
sary, and he and not the unfortunate 
owner should have the undertaking. The 
laws of supply and demand are older 
than mortgages or building lots. 


NON-PRODUCTIVE SMALL STORES 


Another branch of the debtor class is 
the non-producing storekeepers, and for 
these there is the least excuse. The 
tendency of building on unimproved, 
highly-taxed property shows a most evil 
result in the building of unnecessary 
stores. With all the needed room for 
its retail business, few towns have not 
indulged in the erection of rows of small 
shops which are sooner or later filled as 
if the demands of trade could be in- 
creased by enlarging the supply. 

Who can help feeling for these pro- 
prietors something of contempt? Men, 
and women, too, whose energies might 
be availed of in industrial pursuits, en- 
deavoring to get a living by the inter- 
change of small commodities, by the 
profits of retail handling, involving the 
least imaginable labor, and crowding 
each other in the use of borrowed capi- 
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tal, some going to the wall, day by day, 
collapse upon collapse. 

The number of failures reported for 
the third quarter of 1877 is 1816 and 
the average of liabilities to each failure 
was $23,318 and the failures for the 
first three quarters of the year 6,585. 
Excepting in 1876, there has never been 
a larger proportion of disasters to the 
number of firms in business, and the 
quarterly report from which these figures 
are taken, that of Messrs. Dun, Barlow 
& Co., does not include failures of rail- 
road or insurance companies, savings 
banks, national or chartered state banks. 

On October 12 the United States 
Circuit Court affirmed the decision of 
Register Fitch in refusing to discharge 
certain fancy goods dealers in New York 
City from bankruptcy without an ex- 
amination as to the disposition of the 
assets. These had been turned over to 


an assignee under a state assignment 
and, it was alleged, would have paid a 
large dividend to the creditors, if prop- 


erly handled. In presenting his opinion, 
Register Fitch said: 

“It has become a common practice in 
this city for merchants, knowing them- 
selves to be insolvent and bankrupt, to 
purchase merchandise to a large amount, 
make fictitious debts to friends, and then 
execute a general assignment to some 
personal friend, who takes possession 
of the effects and continues the business; 
the assignor remains in the store and 
continues to live in style upon the pro- 
ceeds. At the expiration of six months 
their friends unite and put them into 
involuntary bankruptcy, from which 
they are discharged, and their general 
creditors do not receive any dividend 
whatever. Such a state of affairs so 
discourages creditors that they give up 
their claims, and let the state assignee 
keep the property and pay out any scant 
pittance he may see fit. Such a course 
shocks the moral sense, and has done 
more to demoralize the common com- 
mercial honesty of the community than 
all the other crimes which have been 
committed, and it is high time the court 
should know in what manner the es- 
tates of insolvents are used up, before 
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they go or are put into bankruptcy by 
state assignees.” 

Says Mr. Wells: “If all national, 
state, and individual indebtedness were 
to be extinguished by payment, does 
any one suppose that the people would 
be worth less than before, or that any 
property would be destroyed? Or does 
any one suppose that any increase of 
national or state indebtedness would in- 
crease the wealth of the country? If 
so, a national debt would not only be 
a national blessing but an individual 
debt would be an individual blessing. 
Yet there are some persons so wedded 
to the theory that debts are property 
that they logically feel alarmed at the 
liquidation of debts as a great destruc- 
tion of property. They feel that debt, 
national and private, is wealth, and pay- 
ment poverty; and these ideas have been 
and are yet in harmony with our na- 
tional currency system and our generally 
accepted systems of state taxation.” 

While the gross amounts of mercan- 
tile transactions would, in the absence 
of a credit basis, be much reduced, it 
is absurd to say that there would be 
less business, less consumption of prod- 
ucts, or less production. The theory 
carried far enough might even hinder 
a government from using its credit to 
levy war, or to issue irredeemable cur- 
rency, but there are those who would 
regard the absence of both these condi- 
tions as not of unmixed evil. 

The proper beginning of a restriction 
of the credit basis is unquestionably in 
mercantile transactions where it is most 
easily proved unnecessary and harmful, 
and there should most certainly be a 
prompt removal of the taxation of un- 
productive real estate, which by raising 
such property to a fictitious value has 
diminished the average size of building 
plots, has encouraged and forced specu- 
lative building, has checked the increase 
of small holdings and separate houses 
for the poorer element of population, 
has seriously injured suburban settle- 
ment, and in many ways helped to swell 
the ranks and increase the difficulties 
of the debtor class. 





A Defense of Capitalism 


The banker of a generation ago would have been surprised to see an article defending 


capitalism appearing in his favorite banking journal. 
need no defense and, like Caesar's wife, was considered to be above reproach. 


The capitalistic system was assumed to 
Recently, 


however, the virtues of capitalism have been questioned from so many different sources that 
the publication of the arguments for the defense do not seem out of order at this time, 
These arguments seemed to the Editor to be most vigorously and convincingly summed up in 
the fifth annual report of the board of directors of the Societe Financiere de Transports et 


d’enterprises Industrielles (Sofina), Brussels. 


THE BANKERS MaGazZINE will publish in three 


installments an English translation of this report which was originally printed by Waterlow 


& Sons Limited, London.—Editor. 


ored to illustrate the benefits ac- 

cruing to the economic body from 
technical progress, industrial concentra- 
tion and the private operation of public 
utility undertakings. Among these fac- 
tors of prosperity the third presupposes 
a capitalistic régime, a system under 
which the cther two have developed 
remarkably. 

Voices are now raised on all sides 
predicting or calling for any early end 
to capitalism. Let us outline an answer 


| previous reports we have endeav- 


to these hopes and forecasts, expound 
the merits of capitalism, and explain 
why we are confident it will last as long 
as common sense prevails. 


I—THE CHARACTERISTICS OF 
CAPITAL 
DEFINITION OF THE TERM “CAPITAL” 

In common parlance the word “capi- 
tal” has a number of different meanings. 
Sometimes it refers to the aggregate pos- 
sessions making up an individual or col- 
lective estate, and sometimes to those 
only that are devoted to production or 
procure revenue to their holder in what- 
ever manner it may be. Further, the 
word “capital” often refers specifically 
to cash in hand or at the bank, and it 
is applied in accountancy to the estima- 
tion of the sum of money invested in an 
undertaking. 

If the word is taken as a synonym of 
“wealth” or of “productive wealth” 
there can be no economic system with- 
out capital; and the bookkeeping notion 
of capital used for measuring the yield 


280 


of a working concern would be useful 
under any régime. 

But the point here is to make clear 
what critics of the existing system mean 
exactly when they talk of “capital” and 
“capitalism.” The more simple-minded 
critic currently uses these terms to ques- 
tion the very principle of private and 
hereditary ownership, the more acute 
to contest the title the possessor of cer- 
tain articles may claim to share in the 
income of the community without per- 
sonal exertion; both condemn the pos 
sessor’s ability indefinitely to accumu- 
late revenue of which he holds the 
fountain-head, and the command he is 
able to exercise over the labor of others. 

In order to reply to these criticisms 
without laying ourselves open to the 
reproof that we are avoiding the issue 
let us say that capital is wealth applied 
to the service of others with the inten- 
tion of retaining or regaining possession 
of it, or recovering its value, and with 
a view to deriving a profit from such 
use. 

Defined in this manner, the case of 
the holder of capital is open to discus’ 
sion of all the objections we have just 
recalled. 

Perhaps we should in the first place 
elaborate the terms of our definition. 


THE THREE CONDITIONS REQUIRED IN 
ORDER THAT WEALTH MAY BECOME 
CAPITAL 


Three conditions must be fulfilled, ac- 
cording to our definition, before wealth 
can become capital. 

The first is that the person entitled 
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to use it shall apply it to the service 
of others. So long as it is not so ap- 
plied, wealth even if it is productive 
does not constitute capital. An orchard 
of which the fruit is consumed by the 
grower, a dwelling-house or a horse re- 
served for personal gratification, are pos- 
sessions that are converted into capital 
when the owner sells the fruit, leases 
the house, or exhibits the horse at a 
circus. It is not necessary: that the 
holder of capital should part with it; 
he who uses his home as business prem- 
ises pro tanto turns it into capital. 
Secondly, the assigning of anything 
to the service of others must imply the 
intention to keep or to recover it intact, 
or else, if it is a consumable or inter- 
changeable article, to regain its value 
in full. This intention exists with the 


lessor of real property and the pur- 
chaser of shares in a limited company as 
much as with the lender of a sum of 
money, since they all intend to recover 
one day the value they have supplied. 


It is for his customers’ benefit that a 
merchant or manufacturer invests a sum 
of money in goods or plant, and it is 
this sum of money that must be regarded 
as his true capital, it being the value 
thereof that constitutes the possession he 
wishes to preserve whilst deriving profit 
from its application to the service of 
others. 

In speaking of what constitutes capi- 
tal any particular undertaking must be 
considered in its entirety; the whole 
undertaking, not merely that part of it 
which is actually “working” for others, 
forms the item of wealth here recog- 
nized as capital. 

Finally, the assigning of wealth to the 
service of others must be done with the 
purpose of obtaining a remuneration for 
the mere act of applying it in that man- 
ner. The capitalist’s profit may be gov- 
erned by an agreement with the person 
at whose disposal the article of wealth 
is placed; it may be agreed that the 
profit shall be fixed or variable. When 
capital is worked by its owner, the 
capitalist’s profit consists in the share 
of income that he allocates specifically to 
the remuneration of what he regards as 
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the value invested in his undertaking 

The farmer who sells the products 
of his land may be termed a capitalist 
only provided he includes in the price 
charged for his products a remunera- 
tion proportionate to the value of the 
land, equipment, and maybe the sum 
of money, he has used to grow them. 
So also in the case of the owner taxi- 
driver. Neither will be conscious capi- 
talists at any rate unless they make this 
calculation. 

ORIGIN OF WEALTH 

In applying wealth to the service of 
others the capitalist bestows a fresh value 
upon it. The aggregate wealth may 
thus be altered as a result of a mere 
decision, without its physical elements 
undergoing any change. 

By specifying what articles of wealth 
may become capital the law can aug- 
ment or reduce their number; it can 
forbid or encourage their utilization and 
thus cause their value to alter. It can 
create and destroy wealth. 

Even natural resources—such as the 
soil and the treasures of the sub-soil— 
derive their value mainly from develop- 
ment, and like all other articles of wealth 
their value depends on the goods or 
services for which they can be ex- 
changed. The discovery of a fresh use 
to which natural resources can be put 
increases their value or can even turn 
into wealth a thing that was of no value. 
When, in the course of the last hundred 
and fifty years, mankind discovered the 
use that can be made of coal, oil, cer- 
tain minerals, water-power, etc., it wit- 
nessed a tremendous expansion of the 
aggregate wealth at its disposal, and 
censequently of the wealth that can be 
turned into capital. 

Here, then, we find wealth called into 
existence by the mere fact of a discoverv 
—wealth in the formation of which 
manual labor plays a negligible part. A 
little reflection will show that such is 
the rule with most possessions. Wealth 
is created by intelligence infinitely more 
than by muscular exertion. Moreover, 
a combination of items of wealth bestows 
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on the whole a value quite different 
from that of the component parts and 
of the labor expended in assembling 
them. The value of a factory, for in- 
stance, is only partially determined by 
that of the land, buildings, machinery 
and other bodily assets of the under- 
taking. It depends mainly on imponder- 
able factors, viz., the advantages derived 
from a happily chosen site, the layout 
of the plant, the facilities for obtaining 
supplies and selling the products, or in- 
deed from any otherwise privileged po- 
sition. 

It is the probable yield of an under- 
taking that determines its value; its 
price, which is the value expressed by 
a sum of money, will vary, all other 
factors remaining equal, with the sum 
that would procure the same revenue 
during the same period with the same 
probability, or in other words with the 
rate ruling for long-term money loans. 
Assuming the yield to be constant, the 
value of productive wealth increases as 
the money rate diminishes. However, 
due account must be taken of the fact 
that the purchasing power of currency 
is itself variable. 


DO MEANS OF PAYMENT CONSTITUTE 
WEALTH 


Currencies—except for their metal 
content or the cover held against their 
issue—and money claims, except those 
on foreign countries, would not appear 
to warrant being classed as forming part 
of the wealth of a nation; they seem 
to be set off by the corresponding lia- 
bilities. But money is a working asset; 
when it becomes scarce or dear the for- 
mation of other wealth is hindered; a 
claim is in itself a basis for credit; and 
the capacity and desire to buy or to 
embark on new venture, to which the 
possession of means of payment gives 
rise, increase the aggregate wealth. The 
value of a factory or business concern 
depends on the resources of potential 
customers. 

That is why the creation of means 
of payment, whether by the issue of 
monetary tokens or through credit 


grants, adds to the aggregate wealth so 
long as it does not reduce the purchas- 
ing power of the currency or of money 
claims. This aggregate amount will have 
been increased if, when the currency 
is withdrawn or the debt discharged, 
the borrowed funds have served to 
create wealth; it will have been reduced 
if they have been spent in a manner 
that has caused wealth to be destroyed. 

However, and this is the chief point 
to be retained from the foregoing re- 
marks, the physical formation of wealth 
is only one of the factors on which de- 
pend the aggregate possessions of the 
community. 


Indeed, wealth is created or an- 


nihilated through the action of the 
human mind much more than by physi- 
cal formation or disintegration. 


IS THE CAPITALISTS PROFIT JUSTIFIED 


It is not solely for having contributed 
to the production of wealth that the 
capitalist claims a profit. While as a 
rule the use a capitalist makes of his 
possessions leads to the creation of fresh 
values, it does not necessarily do so. 

Distinct from, if not independent of, 
the reward of invention or labor, the 
capitalist’s profit is the remuneration re- 
ceived for the mere act of his granting 
to others the temporary benefit of an 
article of wealth. 

In other words, his claim to a profit 
does not imply that this act need be 
profitable to the party who pays for 
the service thus rendered; nor is the 
remuneration that accrues to capital a 
reward for any kind of exertion on the 
part of the capitalist. 

In these two facts some find grounds 
for arguing that the remuneration of 
capital has no justification. 

However, admitting that loans for 
unproductive purposes—which in the 
past led to the indiscriminate condem- 
nation of “usury”’—may be harmful to 
the community, and that banks act 
wrongly when they lend without duly 
considering the use that will be made 
of the loan, it still remains to be seen 
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whether in the great majority of cases 
the capitalist’s profit is not beneficial to 
the economic system and whether it is 
not better to encourage the quest for 
this profit rather than seek to prohibit 
or regulate it as was done in former 
times in the case of interest on money 
debts. 

From the capitalist’s point of view, 
this profit is the price he obtains for 
the service he renders in applying his 
possessions to the service of others, and 
a compensation for his having refrained 
from reserving them for his own con- 
sumption or use. The price charged 
varies with the offer of and demand for 
services of the same kind and with the 
risks to which the capitalist presumes 
he is exposing his wealth by investing it 
in an undertaking for the benefit of 
others or by entrusting it to others in 
the shape of a loan. 

To say that the capitalist’s profit de- 
tracts from the remuneration of the 
entrepreneur or worker would be hardly 
less absurd than to argue that an em- 
ployer sacrifices part of his legitimate 
reward when he pays wages. 

From the social standpoint the capi- 
talist serves the interests of the com- 
munity in several ways: he saves, that 
is to say he preserves in the common es- 
tate articles of wealth that otherwise 
would be consumed; he exercises his in- 
telligence in seeking to employ his 
wealth for ends that are or appear to 
be desired by others and that therefore 
may presumably be useful; he contributes 
to the formation of wealth by a judicious 
selection of his investments; and he is 
anxious to avoid the loss of wealth. 


THE CAPITALIST’S SAVINGS 


The risks of disintegration of wealth 


are numberless. Apart from the con- 
stant frittering away through accidental 
destruction, wear and consumption, 
wealth is continually lost through im- 
prudent utilization and all the factors 
of depreciation that curtail demand or 
render production less profitable. A new 
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invention may reduce the value of a 
machine to scrap price; a protective duty 
is liable to increase the value of certain 
properties and diminish that of under- 
takings for which it involves additional 
charges; and the default of a debtor— 
even if it is the state—as also violently 
reduced purchasing power of a currency 
in consequence of devaluation or infla- 
tion, practically always entails a reduc- 
tion of the aggregate wealth of the com- 
munity. 

The loss sustained by one member of 
the commonally is not set off by another’s 
gain. As a rule the purchasing power 
and spirit of enterprise are enhanced in 
the gainer to a lesser degree than they 
are diminished in the loser. Hence, 
from the point of view of the social 
body, the harmful character of gambling 
and the disadvantage of heavily burden- 
ing an undertaking in favor of a num- 
ber of small beneficiaries. On the other 
hand, the community stands to gain by 
a transfer of risks from weaker to 
stronger shoulders. 

Long centuries of education and ex- 
perience were needed in order to teach 
men to husband their resources and re- 
sist the temptations to immediate con- 
sumption. Neither invention nor labor 
are enough to renew wealth, let alone 
to increase it; they must be backed by 
thrift; they may be supported by credit. 

No doubt saving is often prompted 
by other motives than the formation of 
capital. Following the example of the 
bird that builds its nest, or the bees that 
gather honey, reserves may be set aside 
for future use or consumption. Public 
authorities save when they make a call 
on the tax-payer’s resources with a view 
to carrying out useful works or making 
allocation to insurance funds. But in 
the present social system saving con- 
sists mainly in the formation of capital, 
i.e. of wealth to be applied to the serv- 
ice of others with a view to a profit. 

The life of every human society im- 
plies exchanges of goods and services 
between its members; such exchanges 
exist in every economic system. Under 
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the capitalist régime only a small pro- 
portion of the total exchanges consists 
in goods or services supplied in return 
for the specific service rendered by 
capitalists, i.e. for the remuneration of 
capital. Yet the hope for this remunera- 
tion greatly promotes exchanges, and it 
thereby enhances the resources of the 
community, since the value of goods and 
services increases with the variety of 
things for which they can be exchanged. 
Moreover, it causes wealth to be saved 
with a view to indefinitely recurrent 
exchanges, and were it not for this hone 
far less wealth would be saved. 

Those who uphold the capitalist ré- 
gime commonly claim in its favor that 
the quest for profit directs wealth to- 
wards the uses in which it is in greatest 
demand and therefore likely to be most 
productive. Their opponents retort that 


the incentive of profit is not indispens- 
able for the proper utilization of wealth; 
that personal pride, the esteem of others, 
the joy of creating, are motives just as 


powerful as the allurement of gain. But, 
apart from the fact that the search for 
profits is in no way inconsistent with 
these motives, one is apt to forget in 
this controversy that the capitalist ré- 
gime has the peculiar merit of inducing 
millions of men to set their minds on 
the best means of avoiding a loss of 
wealth. Under the capitalist régime a 
multitude of owners are attending in- 
dividually to the preservation of their 
belongings, and probably with greater 
care than they would exercise if the 
same assets were owned by the com- 
munity. 

If the state disposed of the aggregate 
resources, that is to say if officials had 
to decide as to the uses to which all 
unconsumed wealth should be put, they 
might either invest it in hazardous ex- 
periments or act with exaggerated cau- 
tion. 

Thus, capitalism encourages to a de- 
sree that would not be attained under 
any other régime the formation and 
preservation of wealth and its applica- 
tion to uses that are beneficial to the 
community. 
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II—THE PROGRESS OF 
CAPITALISM 


WHY CAPITALISM HAS DEVELOPED 


Mankind has never ceased to add to 
its possessions wealth that is not in the 
nature of capital, wealth that has been 
neither produced nor saved with a view 
to being profitably applied to the serv- 
ice of others. Today, as in the past, 
families and other communities—co- 
operative societies for instance—produce 
and save for their members’ use or con- 
sumption, and public bodies establish 
works, services and amenities without 
any intention of turning them into capi- 
talist undertakings. Magnificence and 
faith, not the search for gain, endowed 
the ancient world with its Seven Won- 
ders. 

However, from time immemorial 
capitalists have held a notable place in 
the economic system of every society 
that has attained a certain stage of de- 
velopment. Their action was felt in 
ancient Greece and in the Roman Em- 
pire; but their activities have singularly 
increased since the Middle Ages, with 
the growth of trade, industry and 
finance. 

Promoting this expansion, and at the 
same time furthered by it, capitalism has 
developed more and more in the form 
of undertakings wherein the capitalist, 
who applies wealth to the service of 
others, is distinct from the entrepreneur 
—merchant, industrialist, farmer, or 
financier. 

The more it became necessary—in or- 
der to ensure economic working—to 
provide undertakings with means _ that 
exceeded the personal resources of their 
promoters, resort to outside capital grew 
unavoidable. The movement began with 
shipping, when overseas trade required 
expensive vessels, and heavy cargoes had 
to be carried for many months; then 
technical progress led industry to call 
for increasingly powerful plant; a little 
later, joint-stock banking sprang up to 
facilitate the distribution of capital in 
response to the growing vogue of 
limited-liability companies; finally, agri- 
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culture stepped forward because it 
needed costly implements, particularly in 
newly opened-up countries. where the 
size of the estates and the scarcity of 
labor required the aid of machinery. 
A highly developed banking system, 
thanks to which a very large proportion 
of money payments is settled without 
displacement of cash, has enabled banks 
to grant loans far beyond the amount 
of currency entrusted to their keeping, 
and has brought about a remarkable ex- 
pansion of pure credit, that is to say of 
that form of credit which does not 
merely loan but creates means of pay- 
ment whereby prospective or anticipated 
values are rendered present and avail- 


able. 


THE EFFECTS OF CAPITALISM ON THE 
ECONOMIC BODY 


The capitalist who entrusts wealth to 
an entrepreneur can do so in two ways: 
as a lender, in return for a fixed re- 


muneration; or as a partner, for a share 
in the income or increment of the un- 
dertaking. Only the first of these courses 
stands open to him when the entre- 
preneur does not aim at making a profit, 


as is the case with a government. The 
manner in which he chooses to utilize 
his savings—for his personal use or as 
capital—and the manner in which he 
chooses to invest his savings when once 
he has decided to use them as capital, 
are matters cf concern to the economic 
body. 

The existence of private undertakings, 
their creation, their development, de- 
pend on his decisions; and he furnishes 
the authorities with means to establish 
or extend their services. 

The power the capitalist thus wields 
gives rise to criticism. Private interests 
and whims govern the trend of economic 
development, the use of the common- 
alty’s resources and the labor forces of 
the community. It is argued that these 
impulses are frequently ill-advised and 
are often exerted to the detriment of 
public welfare. 

We do not wish to deny for one 
moment the fact that capitalists commit 


mistakes in their utilization of the 
wealth they command; but one thing is 
obvious: wealth has increased enor- 
mously with the growth of capitalism. 
‘rhere is no need to quote the estimates 
of national wealth that have been put 
forward from time to time in regard 
to certain countries; valuations of this 
kind are always disputable, and the 
changing value of the currency in which 
they are expressed adds to the difficulty 
of drawing inferences from the com- 
parison of figures relating to different 
periods. Yet the enormous expansion 
in world production, the growing variety 
of goods and services exchanged, the 
continual reinforcement otf productive 
equipment, the increasingly extensive 
areas of land brought under cultivation, 
the mineral fields opened up, the de- 
velopment of means of transport and 
communication, the number of human 
beings who are indisputably enjoying a 
much higher standard of living than 
their predecessors would have dared to 
hope for—all these facts afford abundant 
evidence of the enrichment capitalism 
has procured to mankind. 

Those who would dispute these mani- 
fest benefits of capitalism accuse it of 
favoring an unequal distribution of 
wealth, and they allege this will finally 
vest an unwarranted proportion of al! 
possessions—and consequently exorbit- 
ant powers—in a small number of un- 
dertakings. 

Let us admit that enormous fortunes 
do exist today, or at least did exist in 
recent years, and that certain individuals 
have acquired wealth comparable to the 
greatest ever commanded by princes and 
barons of yore. But in times gone by 
possessions accumulated as a rule by 
simple displacement of wealth, while the 
large fortunes formed under the capi- 
talist system have usually been built up 
out of newly-created assets by men 
whose inventive mind or talent for or- 
ganization called forth wealth that has 
been beneficial to others much more than 
to themselves. 

Apart from the fact that history 
teaches that the branch of activities in 
which big fortunes develop changes 
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periodically and that estates of excep- 
tional magnitude dwindle as time passes 
—be it only by reason of bad invest- 
ments that cause them gradually to 
crumble away unless they are continually 
fed by their owners’ fruitful endeavors 
—it is easily demonstrable that large 
fortunes have by no means precluded 
enrichment of the masses. 

In those countries in which capitalism 
has expanded most, “real wages,” in 
terms of purchasing power, have in- 
creased almost continuously, whilst at 
the same time hours have become shorter 
and work less arduous. In Belgium, for 
instance, inquiries regarding the do- 
mestic expenditure of factory workers, 
carried on at various dates since 1853, 
furnish evidence that more nourishing 
and expensive items of food have been 
progressively substituted for poorer and 
cheaper articles in the households under 
consideration; even the unemployed of 
1932 were enjoying better sustenance 
than the full-time workers of 1891. The 
Belgian worker of today devotes to in- 
tellectual and social expenses a percent- 
age of his income three times higher than 
he did forty years ago, and building 
societies have granted over 200,000 loans 
for the construction of cheap dwellings. 

In France, deposits at the savings 
banks increased from 62 million francs 
in 1835 to 700 millions in 1869, close 
on 3500 millions in 1906, and the equiv- 
alent of 12,000 million gold francs in 
1932 (i.e. 58,500 million French francs 
at the present gold equivalent, not in- 
cluding Alsace-Lorraine). In the United 
States, life-insurance policies for small 
or moderate amounts, which totalled 
hardly 48 million dollars in 1850, rose 
to 2000 million dollars in 1890, 8500 
millions in 1900, 16,500 in 1910, and 
109,000 millions in 1931. 

At the same time shareholding has 
extended to ever-widening circles. To 
quote two instances only: at the end 
of 1931 the United States Steel Cor- 
poration numbered 174,500 ordinary 
shareholders as against less than 16,000 
thirty years previously, while its capital 
had scarcely doubled (870 as against 
443 million dollars). Wéithin the same 
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period the American Telephone and 
Telegraph Company had raised its capi- 
tal from 150 to 2100 million dollars, 
while the number of its shareholders 
had increased from 10,000 to close on 
568,000. 

In France, approximately 90 per cent. 
of all officially quoted securities issued 
by companies of which the aggregate 
assets were recently estimated at 535,- 
000 million francs are in the hands of 
small investors whose holdings do not 
exceed ten shares or debentures in any 
single concern. 


CONCENTRATION OF CAPITAL 


(a) In production. Neither is it a 
fact that big undertakings have monopo- 
lized production. True, the average 
number of persons employed per under- 
taking shows a tendency to rise: em- 
ployers have more abundant means at 
their disposal, and the costs per unit 
diminish as turn-over grows; moreover, 
the working day has become shorter... . 

In Belgium, according to the industrial 
census for 1910 (the figures of the 1930 
census are not yet available), 95.7 per 
cent. of industrial undertakings employed 
less than 10 hands, and 3.2 per cent. 
from 10 to 49. Out of the total num- 
ber of industrial undertakings in Switzer- 
land in 1929, 84.9 per cent. were em- 
ploying iess than six persons, and only 
0.6 per cent. more than 100 (as against 
89.6 per cent. and 0.4 per cent. in 
1905). In Italy, the corresponding 
figures for 1927 were 89.02 per cent. 
and 1.28 per cent. Of the total in- 
dustrial population in the latter country 
30.27 per cent. were engaged in under- 
takings of less than six employees, 17.3 
per cent. in those of more than 1000. 
In the United States, in 1923, industrial 
companies of the latter proportion oc: 
cupied 24.1 per cent. of all manual 
labor, but out of the 196,309 undertak- 
ings recorded, 167,358 had less than 
51 hands and gave occupation to 28.7 
per cent. of the workers engaged. No 
official figures have been published for 
the United Kingdom regarding the num- 
ber of industrial undertakings that em- 
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ploy less than 11 persons (the Inter- 
national Labor Bureau estimates this 
number at 133,000), but according to 
the census for 1927, out of 65,400 un- 
dertakings that had 10 or more em- 
ployees, 62,000 had less than 100. 

Undoubtedly the trend of certain in- 
dustries is towards concentration, either 
by amalgamation or in combines. This 
tendency is to be found primarily in 
the so-called basic industries that extract 
or manufacture simple commodities by 
means of powerful plant: collieries and 
oil wells, iron and steel works, nitrate 
factories; further, in the production of 
machinery and goods that are suitable 
for standardization and require to be 
turned out in large quantities in order 
to be supplied at reasonable cost—such 
as the manufacture of glass, soap, sugar, 
soda, or dye-stuffs; and again in under- 
takings that need co-ordination (trans- 
port companies for instance, or power- 
stations) and, similarly to the other 
groups mentioned, furnish goods or serv- 
ices of a uniform nature. 


Those who talk of the “monopolistic 
tendency” of industrial capitalism have 
in mind these comparatively few in- 
stances. 

As has been shown above, although 
these very big undertakings hold a con- 
siderable place in the industrial field, 


it is but a secondary one. An infinite 
number of manufactured articles are un- 
suitable for standardization and mass 
production; their production appertains 
in consequence to small and medium- 
sized undertakings. Under this category 
must come all kinds of “specialties,” all 
products of an artistic character, and 
every other article that requires in- 
dividual handling or is subject to the 
vagaries of fashion. 

With the socialization of industry 
small undertakings would be doomed to 
disappear, because a bureaucratic man- 
agement implies uniform products. 

(b) In commerce. Those who talk 
of trade are apt to overlook the wonder- 
ful variety of goods that can be ex- 
changed and services that can be sup- 
plied in exchange for goods. To hear 
certain Jeremiahs of over-production one 
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would ‘imagine that commerce deals 
solely with raw material and a limited 
number of food-stuffs. Capitalism, be- 
cause it implies a multitude of private 
efforts directed towards meeting every 
imaginable need, can claim the merit of 
bringing forth an infinite variety of 
merchandise and services that can be 
interchanged. 

The more man possesses means over 
and above his requirements for food, 
lodging and clothing, the more he seeks 
better and more costly commodities, the 
enjoyment of art and the amenities of 
travel. The growth of the aggregate 
wealth in those countries in which cap- 
italism has developed the most enables 
the masses to indulge in expenditure that 
until recently would have been regarded 
as unattainable luxury. However, im- 
portant sections of the “middle-class”— 
artists and professional men who must 
rely on the munificence of the rich, and 
industries and trades supplying fancy 
goods—are suffering from the impover- 
ishment of members of the “upper-class.” 

It is unreasonable to denounce, as is 
frequently done, retail trade, brokerage 
and publicity, as parasitic excrescences 
of the capitalist system. These inter- 
mediaries perform a most valuable serv- 
ice by exerting their efforts to stimulate 
and diversify demand. Yet, in so far 
as department stores and multiple branch 
shops are in a position to provide more 
cheaply well-known articles of uniform 
quality, articles that require neither 
“pushing” nor special handling or dis- 
play, it would be a mistake to restrict 
their sales to a specified number of goods, 
or otherwise hamper their activities. In 
a modern city, water is drawn from 
reservoirs instead of from wells, and dis- 
tributed by a big company instead of by 
water-carriers. Unless they are obliged 
to be content with what is cheapest, 
customers who desire choice goods will 
go to the shop where the tradesman or 
his employes have devoted time and at- 
tention to the satisfaction of refined or 
capricious tastes and will advise them in 
their purchases. 

(c) In banking. Concentration is 
also occurring in the banking system, 
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because a big bank can operate under 
particularly economical conditions. It 
can spread its risks over a great number 
of loans or investments and, thanks to 
the large volume of payments, it is able 
to settle by means of book entries with- 
out actual disbursements; it is in a posi- 
tion to reduce its unproductive cash 
holdings to a very small proportion of 
the amount of its commitments. 

It can thus offer considerable security 
for savings whilst greatly increasing the 
community's capacity for purchase and 
enterprise; it puts back into circulation 
most of the currency it receives, and its 
customers credit balances—no matter 
whether they originate from cash re- 
mittances, credits opened by the bank, or 
the bank’s market operations (purchase 
of bills or other securities)—constitute 
means of payment in the hands of the 
public, pari passu with currency.. 

The aggregate capacity for purchase 
and enterprise thus depends to a great 
extent on the amount of bank deposits. 
It is considerably diminished, to the 
detriment of the community, when 
money is hoarded instead of being paid 
into or left at a bank. 

A nation derives strength from the 
confidence inspired by its banks. With- 
out the prestige of their patronage it 
would hardly have been possible to 
group the capital invested in the vast 
undertakings required for the develop- 
ment of industrial countries, colonies and 
new areas. Can there be any doubt that 
mankind would be much poorer than it 
is today if countries in need of capital 
had been obliged to wait until the gov- 
ernments of better provided nations sup- 
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plied the funds wherewith to develop 
their natural resources? And had it not 
been for the banks, governments could 
not have remedied as much as they have 
actually been able to do the havoc 
wrought during the recent war. 

Some believe that credit would be bet- 
ter distributed and investors better ad- 
vised if the state took over the banks or 
participated in their management; but 
losses have been exceptionally heavy 
every time a bank has allowed political 
aims to govern the granting of its loans 
or the choice of its investments—and 
how could public authorities escape such 
considerations? 

In various countries concern is felt re- 
garding the power held within the state 
by industrial, financial or agricultural 
institutions in whose hands large amounts 
of capital are concentrated. But in prac- 
tically every case this concentration is 
justified by economic considerations, and 
these institutions would not be able to 
fulfill their role so successfully were the 
resources at their disposal not so great. 
Moreover, the anxieties their power oc- 
casions vanish or do not arise in those 
countries where the capital they control 
represents but a comparatively small 
proportion of the aggregate wealth of 
the community. 

What ails the world today is not a 
hypertrophy of capitalism but rather 
shortage of capital. This shortage, which 
a quick succession of heavy losses causes 
to be felt acutely at the present time, is 
to our mind the principal obstacle to the 
fruitful progress of the capitalist system. 
[A second installment will appear in 

the October issue. } 





A Practical View of Sound 


Credit Extension 
By Freperick MvuELLER, JR. 


This is the last of a series of twelve articles by Mr. Mueller in which he 
has discussed the various problems involved in the management of a bank’s 
earning assets. The material contained in these articles will be published in 
book form in the near futuwre.—Enprror. 


ANKING is a profession which covers practically 
B every activity of modern life. ‘There is scarcely any 
pursuit, either personal or corporate, which does not 
draw upon it continually. Even those individuals who do 
not profess any direct connection with it are nevertheless 
largely dependent upon its proper functioning for the con- 
tinued prosecution of their chosen occupation. Viewed from 
its social significance, every one is vitally concerned in the 
proper administration of the banking system. 

Efficient banking procedure cannot be analyzed in a 
brief space. Its ramifications are as varied as are the de- 
pendent social activities. The essential function of banking, 
however, the extension of credit, is the focal point for the 
exercise of skill and judgment which if erroneous for any 
considerable length of time will undermine the structure. 
These credit extensions, loans and discounts and invest- 
ments, because of their importance in producing income, 
have come to be called “Earning Assets.” Faulty credit 
extension then affects earning assets, and when a loss re- 
sults, there are “Losses in Earning Assets.” Losses have 
been examined in the previous articles, then, to reflect light 
upon that important aspect of banking credit extension. 

The moving consideration in the desire to reduce or 
eliminate losses is that they are an expense, and any reduc- 
tion in the latter item, based on the same volume of business 
at the same rates, will enhance the net profit. This will 
result in a greater return on the capital invested and justify 
its continued use for this purpose. 

But there is another and very important reason to de- 
positors for the desire to reduce losses in the earning assets. 
As previously pointed out, the liquidation of the earning 
assets must eventually supply the funds with which to meet 
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the claims of creditors. If a bank is to continue in opera- 
tion, it must meet the claims on it when due, and if the 
losses in earning assets mount to the point where its capital, 
surplus and undivided profits have been impaired, it will 
be unable to meet the claims against it and must wind up 
its affairs. A reduction in losses then is not limited to the 
stockholders’ interest, but also encompasses the interests of 
the depositors. 

At the outset, the problem of banking as related to 
losses in earning assets was narrowed to the factors of 
safety, earnings and liquidity. It was pointed out, that to 
measure any of these in an absolute degree is without the 
realm of possibility. The continual goal of a banker is, 
however, to extend credit in such a form that the combina- 
tion of all three factors will be in such a degree that the 
resulting commitment will be most suited for his purpose. 
This may call for a sacrifice in the quality of another attri- 
bute; thus in seeking extreme liquidity, the funds may have 
to be advanced at a lower rate; or in seeking great safety of 
funds, it may be necessary to sacrifice a high degree of 
liquidity. The problem of choosing is further complicated 
by the avenues which are available at the time it is desired 
to make an advance. The terms upon which an advance is 
made are not dictated by that single item, but are the result 
of all comparable demands of that class, seeking funds on 
like terms. No one opportunity may measure up to the 
banker’s standards, and yet he may be forced to accept such 
a commitment, not from desire, but from necessity. Safety, 
earnings and liquidity must then be viewed in the light of 
these limitations. 

The risk of loss is a continual threat to the character- 
istics sought for in a loan. The safety of a loan may be 
jeopardized in numerous ways. The property securing the 
loan may become obsolete. Competition from substitutes 
is always present, and cheaper methods of production may 
force others from the market. Earnings of the borrowers 
then may be reduced by these causes. In addition, expenses 
of the borrower may in¢rease disproportionately, so that the 
narrowing margin between income and expenses may pre- 
clude the possibility of making sufficient accumulations to 
repay the obligation. The lack of liquidity may arise where 
the loan is not paid when due, or when it cannot be shifted 
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before maturity. Thus, there is uncertainty in all of the 
qualities upon which dependence must be placed. 

A loss may occur in either of the earning assets, loans 
and discounts, or investments. The amount of the loss will 
be the difference between the original amount of the com- 
mitment and the amount of repayment. The amount of 
the repayment should, of course, be the face amount of the 
loan in order to completely discharge the debt. In many 
cases, however, the maturity date finds the debtor, either 
corporate or individual, in such circumstances that restitu- 
tion of the full amount, or any part of it, is impossible. 
Under such conditions, the difference between the face 
amount and the repayment, or the full amount as the case 
may be, must be charged off as a loss. The debtor’s lia- 
bility, however, does not cease, and frequently voluntary or 
legal action results in a recoupment of at least part of the 
original amount of the advance. In such a case then, the 
ultimate loss is the amount of the original advance less any 
recovery. 

A loss may occur also in the shifting of investments at 
an inopportune time. When a banker is forced to rely 
upon his’ investment account in order to reimburse his 
primary reserve, such liquidation of securities may be forced 
upon a disorganized market. When this procedure is neces- 
sary for any large group of holders, as during times of 
panics or crises, an already weak and receding market may 
be completely demoralized. Such a process causes wide 
discrepancies between the purchase price and sale price, and 
the resulting depreciation is just as real a loss as in the case 
of a defaulted security. Even in the latter case, the loss 
may be reduced without the investment of any additional 
capital, through a recovery in the future, whereas in the 
case of a security sold at a depreciated price level, such loss 
cannot be recouped without the reinvestment of capital. 
Thus, losses may occur in different forms, but they are 
nevertheless real, and are a serious concern not only to the 
banker, but also to the depositor. 

The management of capital carries with it a high degree 
of risk. If conditions remained constant, the administra- 
tion of credit extension would be relatively simple. Even 
as late as the middle of the Nineteenth Century, Walter 
Bagehot remarked that 
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The modes in which money can be safely lent by a banker are not 
many and a clear headed, quick, industrious person may soon learn all 
that is necessary about them.! 








Conditions, however, have not remained constant. Not 
only have new conditions crowded in upon the old, changing 
their status, but also new avenues have opened promising 
fields to the banker. Change is a certainty; it is the direc- 
tion, speed and force which are the unknown quantities. 


In no other field of business management does the factor of un- 
certainty absorb so much attention as in the investment of capital. . 

In the investment of capital . . . it is nearly always the case that the 
final decision rests upon probability rather than on knowledge.” 














Thus the knowledge of the few “modes in which money 

‘an. be safely lent” has been changed in contemporary times 
to mean resting “upon probability rather than on knowl- 
edge.” The risk in capital management is not the misinter- 
pretation or ignorance of a certainty itself as much as it is 
the misinterpretation of the direction, force and speed with 
which a change will take place. 

The classical school of bankers and bank writers have 
laid stress upon the fact that bank credit should be advanced 
only for short term purposes. Furthermore, it should be 
advanced only to meet seasonal or periodic demands, for 
otherwise a borrower might come to rely too heavily upon 
his bank, the continued use of whose advances would be 
necessary in order to continue on a going basis. “Still 
less’* should a bank extend fixed capital. Short term, self- 
liquidating loans have the attributes of meeting the “con- 
veniency of the bank.” In other words, funds are always 
flowing into the bank. The classical school is based upon 
liquidity. 

There is, however, in this day of change, a more power- 
ful attribute attached to short term credit than its con- 
tinual inflow. It is frequently referred to as maturity. 
However, the maturity in and of itself, whether it be in the 
near future or in the distant future, does not possess any 
force. It is the rights attaching to maturity which are the 


*Walter Bagehot, Lombard Street, p. 243. 
























*Hardy, op. cit., p. 116. 
*See Adam Smith, Chap. I. 
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effective weapons, and which give the creditor control over 
his capital. When change is so certain, and a probability 
does not materialize, greater risk appearing than the credi- 
tor cares to assume, he may force payment. This may work 
a hardship on the debtor, and a concerted widespread use 
of the weapon might create havoc; nevertheless the creditor 
would not be out of control of his capital for any long 
period of time. Such an attitude does not attempt to rec- 
ognize the social equities involved, but merely attempts to 
point out the most powerful weapon attached to short term 
credit, the frequent recurrence of control which a creditor 
retains, 

Opposed. to the classical view is the growing custom of 
bankers to renew short term loans with such consistency 
that they in effect become “fixed working capital.” In his 
“Commercial Banks and Capital Formation’* Moulton 
points out that the commercial banks of the country have a 
large stake in the fortunes of American business men. 
From his investigation he judged that from “40 to 50 per 
cent. of unsecured loans in large cities are renewed at ma- 
turity.”° This may indicate one of several things; however 
the most probable cause is insufficient capital contributions 
of the owners. Concern here is not for the reasons of 
dependence upon the banks, but rather the attitude of the 
banking fraternity and the probable outcome. 

Just because a loan is renewed does not in itself stamp 
it as unsound. In order for a banker to remain in business 
it is imperative that his loaning operations be carried on 
consistently. The danger in continued renewals to the 
same individual is that such credit advances will be based 
more upon habit and personal relations rather than upon 
sound policies of bank credit extension. The danger too 
is more real than apparent, for each successive renewal is 
apt to be based upon the previous extension, rather than 
upon sound and prudent principles of banking. The result 
is a loan based upon principles other than those implied by 
sound banking procedure. Such advances may ultimately 
be liquidated in which case the result would be attained in 
the same degree as if no such continued renewals had taken 
place. This, however, would be only a coincidence, and not 


*Harold Moulton, See Chap. I. 
‘Moulton, Journal of Political Economy, op. cit., p. 707. 
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the outcome of definite planning. The danger in such a 
policy as this is that the borrower may control the loan to 
the exclusion of the interest of the banker. The end to be 
sought in such a case emphasizes the need of the borrower 
rather than the banker. It is imperative, however, that 
whereas any credit accommodation is in consideration of the 
borrower’s needs, still the banker grants it only in view of 
his own responsibilities. The latter obligation should be 
paramount, and it is this liability to depositors which the 
banker is apt to lose sight of in continued renewals. 

This trend toward “capital formation” by the banking 
system cannot be construed as a shortcoming incident to 
commercial credit. Rather, in case there is a responsibility 
to be shouldered, it should be placed squarely upon the 
shoulders of those within whose power is held the measures 
to check such practices. The creditors hold the guiding 
reins of their capital and where through choice they allow 
an advance to be continually renewed, so that it becomes 
“fixed working capital,” the burden of proof is upon them 
to show its liquidity. The same effective weapons are avail- 
able to them in liquidating their short term commitments, 
as to any other short term creditors. If they fail to use 
them, the type of credit cannot be expected to bear the 
brunt of the responsibility, but rather the banker’s own 
laxity. Writers or bankers cannot shift the burden of 
such a policy on the nature of short term credit, but must 
leave the responsibility in the hands of those except for 
whom such a condition would not arise. 

Turning to the “theory of shiftability,” attention is im- 
mediately centered on “investment securities.” 'To be sure, 
this theory is not an exclusive attribute of this manner of 
bank credit extension, but the liquidation of long term in- 
vestments does depend very heavily upon its workability. 
Writers, however, have always defended it upon its work- 
ability and not upon its cost. There is no conflict of opinion 
here, because unless one forsakes the fundamental economic 
doctrine that at a price a transfer is always possible, it must 
be assumed that such a shifting can take place. Mitchell 
says that: 


If remaining in existence is the test, then the banks that hold 
securities pass the test easily.® 


*Waldo Mitchell, op. cit., p. 37. 
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The answer to this inquiry does not proceed sufficiently 
far to answer our question. What price has been paid for 
“remaining in existence”? It is not a question of whether 
or not such a theory will work, but what cost has it attached 
to itself in justifying itself? 

Reference may now be had, to Articles 2, 3 and 4, and 
Table 34, Article 7. From these figures, the net result of 
the policy followed by banks over the period from 1927 to 
1931 inclusive can be viewed. As earlier indicated, one of 
the prime considerations from a banker’s standpoint is a 
return on the invested capital, and the major portion of the 
income is derived from earning assets. Table 59 displays 
the net income (total income plus recoveries, less charge- 
offs) by classes, and the rate of return on each class of 


earning asset. 
TABLE 59 


RATE OF RETURN OF NET INCOME* TO EARNING ASSETS BY CLASSES 
(000 omitted) 


Net Income From Per Cent. Return on 
Loans and Discounts Investments Loans and Discounts Investments 


$699,663 $254,197 4.76 4.23 
. 744,644 289,476 4.93 4.13 
. 825,366 384,786 5.50 5.50 
815,721 245,866 5.43 3.51 
591,631 210,082 4.55 2.72 
*Net Income is Total Income plus Recoveries less Charge-Offs. 


This table exhibits the net — of this policy of de- 
pending upon the theory of shiftability. The cost is the 
difference between the rate of return on the two types of 
credit extension. It is not to be construed that the same 
amount of funds which have been invested in securities dur- 
ing this period, if extended as commercial credit, would have 
yielded the same return as loans and discqunts did. Such a 
procedure would probably have forced rates down so that 
the income derived would have been less per dollar. As a 
matter of fact, shifts in demands for funds against long 
term securities were evident as far back as the early part of 
the century, but it is significant that: 


The increase since 1915 of the amount of investment securities held 
by commercial banks of the United States has had the proportions of a 
veritable banking revolution.’ 


"Allyn A. Young, An Analysis of Bank Statistics for the U. S. (1867-1926) 
. 58. 
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Not only have borrowers sought to raise long term 
capital through banks, but also bankers have been anxious 
to employ their funds at what they felt were higher rates. 
Such a coincidence of the demand for and supply of this 
type of capital has naturally resulted in a tremendous in- 
crease of bank holdings. 

Table 59 is too restricted from which to draw general 
conclusions, although much valuable information may be 
gathered, applicable to the period itself. ‘To extend the 
figures is impossible for the Comptroller of the Currency 
does not report recoveries for the separate items of the earn- 
ing assets before the year 1927. To compare the results of 
the two classes, however, without making allowances for 
recoveries is inaccurate. 

An examination of the table shows that the highest 
return indicated on both types of credit extensions was 
5% per cent., which rate of return occurred in the same 
year for each type. The year 1929 also shows the peak 
net income from each source. This was the year which 
marked the zenith of the security market inflation, and as 
has been previously shown, so much dependence was being 
placed upon markets at this time, that it is not surprising 
to find a favorable reaction in the net income in that year, 
despite the comparatively moderate reaction in the markets 
in the latter part of the year. 

A more striking variation, however, exists. Much of the 
literature dealing with the advisability of bond purchases 
by banks has stressed the enhanced return available through 
the purchase of bonds, and the control retained. As earlier 
pointed out, where a high rate is desired, liquidity or safety 
may have to be sacrificed. On the other hand, where 
eater is the main consideration, other factors may have 
to be sacrificed. :Another one of the advantages usually 
advanced is the complete control which the owner retains 
over investment securities. Control over the actual securi- 
ties is admitted, but the loss will arise through price dis- 
crepancies, and the holder of securities has no control over 
the price. 

A comparison may be made between the rates prevailing 
on the call money market, where control of the funds is 
retained, and the return realized on investments. This is 
shown in Table 60. 
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TABLE 60 


RATES OF CALL MONEY AND RETURN EXPERIENCED ON INVESTMENTS 


Monthly Average of Return Realized 

Call Loan Rates* on Investments 
EE Paes eee ... 4.2038 4.23 
BER re eaee 4/191 4.13 
RSS ay Pee 7.690 5.50 
ete 3.51 
1931... .1.502 2.72 

*New York Stock E xc nae ‘Bulletin, January 1933. 


For all of the years except one the rate of return on call 
loans has equalled or exceeded the computed return on 
National bank investments. Eixcept for a .03 per cent. 
variation in 1927, call loans would have yielded more than 
the experience had in investments except in 1931. Greater 
liquidity would have resulted as well as the same degree of 
control over the funds advanced. The actual experience 
then has been more costly in the holding of investment 
securities than it would have been had the same funds been 
placed in call loans, and probably no single type of invest- 
ment is more responsive to the demands of bankers than are 
call loans. Thus, over the greater part of this period, the 
policy of seeking control and return on investment securities 
has not been as favorable as it would have been, were the 
same funds placed in call loans. 

An incalculable error in the results displayed in Table 
59 should also be mentioned. The total losses in invest- 
ments have been charged to the total income from bonds. 
There is, however, one large type of obligation which did 
not contribute to these losses. Reference is made to govern- 
ments, and the income from governments should not be 
burdened with the duty of absorbing the losses in other 
bonds. There is, however, no way of segregating the sepa- 
rate earnings of the two types. The net result then, while 
a true view of the investment account as a whole, is not an 
unprejudiced view with regard to the net results of “other 
bonds.” The result would have been less favorable then it 
is, had not Government bonds been present to support the 
balance of the portfolio. 

What is the answer to a reduction or elimination in 
losses? Neither the practice of ordinary caution nor fore- 
sight can completely eradicate such cost, when developments 
are so rapid that the foundations of stability are constantly 
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endangered. Losses can be reduced by constant applica- 
tion to the problem, and a course laid out within the narrow 
confines of those principles constituting the foundation of 
credit extension. 

The first step in guarding against a future default in 
any credit extension, whether it is to be a long or short 
loan, is a thorough credit analysis of the prospective bor- 
rower. Each borrower should be subjected to a severe test 
of his ability, as reflected in his financial statements. The 
consideration of friendship, and accommodation, while valu- 
able personal attributes, should be strictly construed against 
the prospective borrower, and ability, as reflected in the 
financial statements, be the major basis for judgment. 

Loans and discounts, once granted, should be carefully 
and continuously checked. Although it is impossible to 
follow the funds of each loan, still an active interest on the 
part of the banker will do much to restrain the borrower 
from willfully jeopardizing their use. At maturity, the 
most effective weapon is available to the banker. If a re- 
newal is sought, another and as searching an examination 
of the borrower as the first, should be made. Furthermore, 
this is the most effective time at which to become insistent, 
for unless steps are taken upon the first renewal, subsequent 
renewals become less offensive, and the borrower becomes 
accustomed to such reliance upon the funds that a justifica- 
tion for repeated continuances seems almost unnecessary. 
The most important attitude for the banker to cultivate is 
his insistence upon remaining true to his stewardship and at 
all times follow his loans closely. 

Investments, on the other hand, are less personal and 
because of this must be judged on a different basis. Seldom 
do the borrowers of long term capital know, much less meet 
their creditors. Where the borrower is an “artificial person” 
(usually), the merit of the advance must be based solely 
upon statistics as shown in the accounts of condition and 
operation. Judgment must then be based upon a critical 
and searching analysis of these indices, and the conclusion 
will depend both upon the extent of the figures and the 
ability of the analyst. This process, while different than the 
steps taken in analyzing a loan and discount, must never- 
theless be just as searching. 

The necessity of constantly checking an investment 
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once purchased is more imperative than in a short term loan, 
Long term commitments do not present the opportunity for 
periodic examination, and if laxity is the dominating policy, 
a future adverse condition may prove to be of such a nature 
that, although earlier attention might have dictated a cor- 
rective, the security or good faith of the credit has been 
greatly impaired. Only by constant attention in following 
a careful, original selection of investments can the portfolio 
be expected to bring the most satisfactory return. 

The period under review in the previous articles is far 
too short from which to draw any general conclusions. 
Table 59, however, does indicate that the net return on 
investments, including government, has in none of the years 
from 1927 to 1931 exceeded the return on loans and dis- 
counts, and the same funds could have better been employed 
in short time credit. On the other hand, one of the attri- 
butes presumably incident to the holding of securities is 
the derivative liquidity. However, funds in call loans over 
this period would not only be immeasurably more liquid, 
but Table 60 indicates that they would also have earned 
more. Not only from the standpoint of liquidity, but also 
from the standpoint of earnings, call loans would have been 
more satisfactory. The use of investment securities for 
safety, liquidity and yield have not measured up to alterna- 
tive uses: for the same funds. 

The author is not condemning the purchase of bonds for 
bank portfolio. The experience has not, however, been all 
that could be desired. Banks must become more selective. 
All of the factors must be studied which will affect not only 
the credit itself, but also the price of the credit. A collapse 
of either one or several factors supporting the credit, or the 
price, may cause sufficient depreciation to be ruinous to the 
holder. In addition to these important analyses, a constant 
check must be maintained, in order to detect any change in 
factors which will affect the status of the security. These 
steps carefully followed, in conjunction with the changes in 
the bank’s liabilities, will reduce the losses sustained and 
bear fruit from the labors involved in developing a critical 
and well rounded program of selectivity. 

The author is fully aware of the stigma attached to long 
term investments at this time. Such influences have been 
consciously subdued, and an effort made to let the figures 
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bear their own witness. Loans and discounts are largely 
the result of personal factors and, because of their nature, 
‘annot be as minutely examined. The aggregate figures, 
however, are valuable to indicate the general situation, but 
to apply any conclusions to an individual loan is to mis- 
apply their significance. A reduction in the “Losses in 
Earning Assets” is a challenge, and will only be effected 
by the banking fraternity in its consistent use of the control 
of short term capital and a more highly developed policy 
of selectivity in choosing the investment portfolio. 
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This is the tenth of a series of articles by Dr. Meredith covering the entire 
subject of advertising and merchandising the services of financial institutions. 
This writer believes that financial institutions should use the same technique in 
selling their services to the public that a manufacturer uses in selling his 
product. The fact that banking service is intangible does not alter the fact 
that it must be sold by modern advertising methods.—Eprror. 


DVERTISING and selling constitute the two divi- 
A ions of financial merchandising which have received 
by far the greatest amounts of attention from banks. 
The other two divisions included within this study are (1) 
publicity, and (2) the preparation of bank services for the 
market. Despite the fact that less attention has been given 
to the latter than to the former, publicity and preparation 
of bank services constitute integral portions of the market- 
ing process and merit individual attention. It is the purpose 
in this article to consider the characteristics and principles 
of publicity, and in the next article the principles which are 
embodied in the preparation of services for the market will 
be considered. 



















What is Publicity?—Publicity has earlier been defined 
as an attempt to produce sales indirectly as contrasted with 
the other device of merchandising which attempt to produce 
sales directly. It has also been pointed out that publicity 
attempts to develop only the first three psychological steps 
involved in the production of sales. These steps are: (1) 
Attraction of attention, (2) creation of interest, and (3) 
creation of desire; and in some instances publicity efforts 
are confined merely to the attraction of attention and to the 
creation of interest. 








History of Publicity—Publicity as defined above is a 
field of activity which has a lengthy history of its own. The 
origin of publicity is sometimes traced to a French dram- 
atist who, about 150 years ago, as a watchmaker at the 
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age of 21, perfected an improved mainspring. The device 
was stolen, and the anxious watchmaker, realizing the ad- 
vantages of publicity, placed the story in the newspapers of 
the time. The missing invention was recovered, a series of 
lawsuits was begun, and the newspapers were kept con- 
stantly informed of the proceedings. This young watch- 
maker, according to a professor of the University of Paris, 
made of himself something of a public hero by means of his 
publicity methods.’ 

Financial publicity developed only very slowly for many 
years. It was used to a slight extent in connection with the 
flotation of railroad securities before the middle of the last 
century, but its greatest development came after that time. 

Financial publicity developed very rapidly in the nine- 
teenth century during the sale of bonds under the direction 
of Jay Cooke, and received an immeasurable impetus dur- 
ing the sale of Government bonds during the World War. 
Publicity has reached a stage at the present time at which 
it assumes the proportion of a business or quasi-profession. 
General press agents and publicity agents offer their serv- 
ices to the public, and large organizations frequently have 
on their staffs full-time men who devote their entire efforts 
to preparation and dissemination of publicity. For ex- 
ample, during 1930, while the capital structure of a large 
corporation was the subject of litigation in New York City, 
the banking house which had floated some of the issues of 
this corporation maintained a full-time press representative 
at the scene of the trial to prepare publicity material. 
Numerous instances of this kind have been discovered, but 
only this one is cited as a representative illustration of the 
manner in which such efforts are exerted. 


Justification of Publicity Publicity is sometimes looked 
upon with suspicion because it attempts to present to an 
individual information in such form that it appears to come 
from an unbiased source, whereas in reality, it comes to the 
individual as the result of careful planning and execution. 
Publicity most certainly becomes predatory and nefarious 
whenever untrue statements are disseminated. On the other 
hand, the presentation of facts is distinctly informative. 
Criticism might be justly levied against organizations which 


1New York Times, March 13, 1932, Section 2, p. 3. 
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use publicity if the publicity were given directly from the 
issuing organizations to the individual who reads the infor- 
mation. It must be remembered, however, that an inter- 
vening step usually exists between the organization issuing 
the information and the individual receiving that informa- 
tion. This intervening step may consist of the scrutiny of 
the editorial staff of a newspaper, the consideration of a 
committee of an organization which invites a speaker, or of 
the consideration of similar groups or individuals which 
function more or less in the capacity of censoring bodies. 

The censorship to which publicity is subjected may be 
illustrated by several facts. In the first place, newspapers 
and magazines are prohibited by law and policy from 
publishing, as news stories, material used in space for which 
payment is made. Space so used must be marked “Adver- 
tisement” in order to prevent confusion. In the second 
place, the public recognizes that periodicals, with the ex- 
ception of a few scientific and literary journals, must con- 
tain advertisements, but scon resents the inclusion in the 
news columns of material which more properly belongs in 
advertising spaces. In the third place, if a newspaper or 
other publication were to devote large portions of its 
columns to the inclusion of material concerning an indi- 
vidual advertiser, which material was not of strictly news 
nature, other advertisers, especially competitors of the 
favored concern, would soon voice their resentment. In the 
fourth place, speakers and other individuals associated with 
institutions, sent out to convey a favorable impression by 
participating in a program or by attending a function, dare 
not be too obvious in their presentation or representation. 
If so, the effectiveness of their publicity efforts becomes 
greatly reduced, and they may defeat their own end. Conse- 
quently, the very aim of publicity restricts its efforts to 
limits which prevent it from becoming obnoxious, with 
certain exceptions to be noted below. With such natural 
restrictions imposed upon it, publicity becomes merely an 
attempt to convey items of interest concerning the par- 
ticular business. Reporters and similar individuals would 
undoubtedly overlook many of the items which come to 
their attention through the publicity department, and this 
department virtually becomes within the institution a news 
gathering agency indirectly subject to the supervision of 
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the organization or publication which is ultimately to use 
such news. 


Justification for Financial Instituttons.—The executives 
of financial institutions have been probably more reluctant 
to undertake organized publicity efforts than they have 
been to adopt any other form of merchandising. Even 
though this reluctance has been distinctly evident, executives 
and financial institutions have unwittingly been using pub- 
licity from the moment they opened their doors as organiza- 
tions. Some executives tend to look with disfavor upon 
those institutions which resort to publicity efforts, and 
though some institutions probably deserve criticism because 
of the extremes to which they carry these efforts, the use 
of publicity is as justifiable for banks and investment houses 
as it is for other business organizations. The use of pub- 
licity by banks and other financial institutions probably 
could have no better stamp of approval than the use of 
publicity on the part of Federal Reserve banks. The fol- 
lowing quotation taken from the Annual Report of the 


Federal Reserve Bank of Boston, for 1917, explains the 
sarly policy and point of view of this organization :° 


It has been the policy of the officers of this bank to furnish the 
daily press from time to time with information regarding any new 
special feature of the bank’s activities. 

Banking and trade organizations have been addressed by the bank’s 
officers and matters pertaining to the work and service of the Federal 
Reserve Bank have been freely and openly discussed. Copies of 
addresses by different members of the Federal Reserve Board have 
been sent throughout the district. These have been read with much 
interest and have done much to educate the banker and merchant in the 
broader and bigger problems which the Federal Reserve System and its 
officers are endeavoring to solve. The monthly reports on financial and 
mercantile conditions in the district are furnished to the press. 

From the very first it has been realized that it was necessary to 
demonstrate to the member banks how to make the best use of the 
facilities of the Federal Reserve Bank. Although circular letters have 
been sent out with the inauguration of each new activity, it was found 
that these were not read or, if read, were not fully understood. 
Officials of the bank have visited individual banks, examined the char- 
acter of their business and suggested methods to be adopted in dealing 
with the Federal Reserve Bank and discussed their problems with its 
officers. Similar relations exist between the merchant and the Federal 


*Federal Reserve Bank of Boston, Annual Report, 1917, p. 15. 





THE BANKERS MAGAZINE 


Reserve Bank in connection with the development of trade and bankers’ 
acceptances. 


Recognition of the justification of the use of pub- 
licity by financial institutions warrants examination of the 
methods followed in obtaining it. 


Unorganized Publicity—The publicity of financial in- 
stitutions readily falls into two classes: Organized and 
unorganized publicity. Organized publicity includes those 
attempts to disseminate news items and interesting material 
through the publicity department; whereas, unorganized 
publicity includes the inevitable dissemination of similar 
material without organized efforts. 

Unorganized publicity includes practically every attri- 
bute and characteristic of an institution, its location, its 
building, its employes, from doorman to president, and the 
things they do, and reacts upon all individuals who witness 
and observe those particular instances or facts. Everyday 
details of similar significance include stationery, checks, 
drafts, bank books, and so forth.* Because of the fact that 
every action of the institution’s employes and every feature 
of the building constitute publicity, the administration of an 
institution should emphasize constantly the necessity of 
neatness, courtesy, punctuality, character and similar de- 
sirable attributes among their employes. 


Organized Publicity. — Organized publicity may be 
broken into the following classifications for convenience: 


a. Newspapers and magazines. 
. Other publications. 
Representatives. 
. Connections. 
Miscellaneous. 


Each of these publicity devices requires different methods 
of administration, and will be treated separately. 


Newspapers and Magazines. — Publicity is obtained 
from newspapers and magazines, and more especially from 
newspapers, by calling the attention of representatives of 


*Morehouse, W. R., The Importance of Distinctive Stationery for Banks, 
Bankers Magazine, Vol. UXXXIX, July, 1914, pp. 26-29. 
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the newspapers to events which have taken place within the 
institution or in connection with those things in which the 
institution is interested. Reporters take this material and 
prepare stories which appear in the news columns, and when 
a story is of special significance, editors frequently make 
comment in the editorial columns. Material to be used 
by newspapers and magazines reaches those publications 
through either of two channels. In the first method, re- 
porters in the ordinary course of events learn of the story 
and then reproduce it. In the second method, reporters 
visit the institution and are there informed of what has 
happened. In this’ connection, it is held to be a sound 
principle that “No reporter should ever be permitted to 
leave a bank without some material suitable for his pur- 
pose.”* There are numerous points of interest about a bank 
which reporters might desirably use as bases for stories if 
these instances were called to their attention. All that is 
necessary is to show the reporter the news value of the story 
and he will do the rest.” 

Topics of News Stories —Al|most daily about any finan- 
cial institution events occur which would be of interest to a 
newspaper, at least for a small item, even if only for a 
personal column. A great many themes may be used for 
stories and include: 

Appointments or promotions in the staff, announcements of new 
policies or dividends, conspicuous gains of deposits, anniversaries, de- 
claration of dividends, business forecasts, pertinent comments upon 
incidents of a great moment in the current news, summaries of economic 
conditions, erection of new buildings, movements of important officials, 
social or athletic items, purchase of bond issues, and human interest 
stories.® 


This list is both comprehensive and suggestive, and ex- 
ception would be taken to only one or two of the points 
mentioned therein. 

Throughout this investigation the making of forecasts in 
the form of advertisements has been deplored and the same 
attitude is taken toward forecasts made whenever reporters 
request statements of business conditions from officers. It 


“Kerman, F. R. and Griffin, B. W.. New Business for Banks, p. 97. 

*Cf. Malone, R. J., “The Bank in the Local News,” Bankers Magazine, Vol. 
CXXIII, September, 1931, pp. 302-304. 

*Kerman and Griffin, op. cit., p. 96. 
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is customary in many cities at the beginning of a year for 
the reporters to interview numerous bank officials with re- 
quests for comments of this kind. Reporters frequently 
prepare a statement and send it in for an executive hur- 
riedly to sign, and this also is a practice to be deplored. 
Statements of this type undoubtedly have some effect upon 
the public or else reporters would not request them. The 
bank executive who is so pressed for time that he is unable 
to devote a few minutes of thought to the dictation of a 
statement would probably much better make no statement. 


Combating Ignorance.—In addition to the points men- 
tioned above, publicity is a powerful force in combating 
ignorance, and was used advantageously for this purpose 
during the banking crisis of 1932 and 1933. Numerous 
instances to illustrate this use might be cited, but one has 
been chosen which is of especial interest. 

In connection with the merger of the First Citizens 
Trust Company with the Ohio National Bank of Columbus, 
Ohio, in August, 1931, it was feared that announcement of 
the merger might increase suspicion which had been evi- 
denced by numerous rumors. This fear led to carefully 
organized publicity at the time the merger was announced. 
This publicity consisted of the publication on the front 
pages of the newspapers of statements by the Columbus 
Clearing House Association, the Federal Reserve Bank of 
Cleveland, the Columbus Chamber of Commerce, Retail 
Merchants’ Association, Manufacturers’ and Wholesalers’ 
Association, Columbus Advertising Club, Interclub Council, 
Columbus Hotels Association and the Motion Picture 
Theater Owners’ Association. On another page, more than 
fifty brief statements of prominent persons were published. 
The statement of the Columbus Clearing House Associa- 
tion read :* 


Having in mind the disturbed conditions generally, the unfounded 
rumors that are current and the malicious gossip on the streets, the 
Columbus Clearing House association, which knows thoroughly, through 
its regular examiners, the exact condition of every member bank, feels 
that it should, as a duty to the Columbus public, state, over its signa- 
ture and that of each of its members, that its examiners’ records prove 
conclusively that each and every member bank is sound and solvent. 


‘Columbus Evening Dispatch, Monday, August 24, 1931, p. 1. 
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We believe that Columbus has every reason, as we have, to feel full 
confidence in its Clearing House banks. 


That of the Federal Reserve Bank of Cleveland read 
as follows:' 


The Federal Reserve Bank of Cleveland is greatly interested in 
the general banking situation throughout the Fourth Federal Reserve 
district, and views with much satisfaction the statement of the Clearing 
House association of the city of Columbus. 

The action, within itself, evidences a co-ordination of banking 
strength and the spirit of co-operation, in considering the interests of 
the business public of the city. 

The Clearing House banks of Columbus have the confidence of the 
Federal Reserve Bank of Cleveland and are in position to avail them- 
selves of the full measure of its support. 


Publicity, by giving expression to so many opinions, 
served to expedite consummation of the merger without the 
development of public excitement, as had been feared. 


Preparation of News Publicity Newspapers and their 
representatives are very generous in the co-operation which 


they accord publicity departments just so long as the pub- 
licity departments attempt to aid the newspapers instead 
of attempting to prey upon them. Several suggestions 
follow which are of value in the preparation of publicity 
material. 


1—Advertise in the newspapers. 

2—Cultivate the friendship of the publisher. 

3—See that all items sent in contain news of general interest to 
the public. 

4—Give every publisher an exclusive story by re-writing each item 
published in different papers. 

5——Never over-work the privilege. 

6—Invite the publisher to revise all items—never insist on sticking 
to your own copy. 

7—Keep items down to 350 words or less. 

8—Tip off publishers occasionally on where and how they can get 
good news stories, although your bank is not concerned therein.® 


The first of these suggestions may appear to be a method 
of buying space in the news columns, but strictly speaking, 


‘Columbus Evening Dispatch, Monday, August 24, 1931, p. 1. 


*Morehouse, W. R., High Lights in Deposit Building, Bankers Magazine, 
Vol. CX, May, 1925, pp. 815-817, p. 816. 
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this is not true. Instances have existed, of course, in which 
newspapers have sold. advertising space with an explicit 
agreement that a certain amount of space would be given 
in the news columns. This practice prevailed very com- 
monly some few years ago, but the efforts of newspaper 
organizations and advertising organizations to elevate 
standards have tended to eliminate this practice. Despite 
elimination of some of these practices, the danger always 
exists that during a depression, when competition is espe- 
cially severe, their return may occur. 

There has also been a great deal of criticism of the 
financial sections of newspapers because news stories have 
simultaneously appeared with new issue announcements. 
Charges have been made that the larger users of space for 
syndicate announcements have pressed a hard bargain with 
newspapers and have obtained gratis large amounts of space 
in the news columns. ‘This criticism has probably been 
justified in some instances, but at the same time, some 
financial houses have probably been too quick in voicing 
their allegations, for it stands to reason that if an issue of 
bonds amounting to twenty miliion dollars is te be floated 
by a corporation, it constitutes an item of interest for 
readers of the financial page, at least. 


Magazines.—Magazine publicity corresponds closely to 
newspaper publicity, but is of two types. The first of these 
types is found more in the banking journals of a trade 
nature in which elections of officers, promotions, new build- 
ings and similar items are of interest. The second type 
of magazine publicity consists of articles written by officers, 
or at least published under the names of officers of a given 
institution. Many publications obtain a great many articles 
by inviting the officers of prominent institutions in the par- 
ticular field to contribute. Sometimes these individuals 
prepare their own articles; in other instances, the articles 
are prepared by subordinates; and in still other cases, the 
articles are obtained from agencies which specialize in the 
preparation of addresses and articles for individuals on any 
desired topic. The publication of articles in banking maga- 
zines is of distinct publicity value to the institution because 
it tends to indicate, if the article appears in a high-grade 
publication, that its officers are progressive, and tends to 
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place a mark of authority upon the things which they do 
and say elsewhere. 


Other Publications—This category includes material 
such as house organs, economic bulletins, anniversary and 
historical publications, and a great many others, such as, 
time books, cook books, prayer books, time-tables, flower 
booklets, rainfall charts and so forth. These publications 
constitute a medium as pointed out above, upon which vast 
amounts of money have been expended. The publication 
of booklets and bulletins has been a fetish with many insti- 
tutions. Many bankers have spent hundreds, and even thou- 
sands of dollars, upon the publication of historical booklets 
and even books which have probably been of very little 
value in so far as publicity has been concerned. The prac- 
tice of presenting expensive booklets and bulletins at the 
time of anniversary celebrations has been especially perni- 
cious. It is a type of publicity which has been greatly 
overdone and as more bankers acquire experience in mer- 
chandising methods, their publication will probably be 
greatly reduced. 

House organs of the external type constitute, as pointed 
out above, a desirable form of merchandising, but to be 
effective, a house organ must be well prepared. This en- 
tails a great deal of expense and such a medium should be 
used only by institutions of large size, the house organs of 
which would have relatively large circulation. Economic 
bulletins constitute a very desirable medium of publicity for 
institutions of a certain type. Such institutions are those 
which have a large number of correspondents, and a large 
number of substantial business accounts. For a bank with 
a number of small depositors, such bulletins are of little 
value because few of their depositors would understand 
them. Banks which are interested in providing a few of 
their customers with economic bulletins might well distribute 
the bulletins of correspondents, and might attach a sticker 
to the publication to the effect that 


We send you with our compliments this 


bovletin.. 66 <4... -2°% 1:0 Se 


Name of Bank 


The publication and distribution of bulletins descrip- 
tive of economic conditions have brought more or less 
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embarrassment to some financial institutions because of the 
prognostications made by the editors of these bulletins. 
Officers of some institutions created enviable reputations 
for themselves in the halcyon days preceding 1929, but their 
prophecies since then have robbed them of much of their 
earlier glory. There exists a distinct difference between 
an analytic statement of events and a prediction of future 
consequences of present conditions. The former may serve 
to create good-will, but the risks accompanying prophecies 
are too great to warrant their inclusion in public statements 
emanating from financial institutions. 


Representation. — Another form of publicity is that 
known as representation, and constitutes a method by which 
financial institutions attempt to obtain publicity by having 
officers represent them at conventions and other gatherings. 
Very frequently individuals of this kind serve in a twofold 
sapacity: (1) By attending, and (2) by participating in 
the program. Representation of this kind first provides 
publicity merely by having the individual present. His 
presence calls attention to the institution, and if the repre- 
sentative or individual has a pleasing personality, may con- 
tribute a great deal toward the good-will of the institution 
by mingling with the representatives of other institutions. 
The representatives at such gatherings by careful planning 
may establish and renew contacts with correspondents or 
banks which are likely prospects for correspondent accounts. 
The attention of the writer has been called to one bank 
executive who attends conventions regularly as a repre- 
sentative of his bank. For this purpose, the individual 
keeps a file of the names of thousands of officers of other 
institutions. On each card is recorded the location of the 
individual, his name, position, interests, other pertinent 
material, and a small photograph. This representative, 
before attending a convention, examines these files and re- 
freshes his memory concerning the persons whom he is 
likely to meet there and the points upon which he may 
approach them. He usually takes some of the cards with 
him, and as he sees people at the convention refers from 
time to time to his file in order to make certain of points 
of contact. 
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Connections.—Connections is a term used to designate 
membership in various societies and organizations of one 
kind or another, and are of particular value in the com- 
munity in which the institution operates. Some executives 
and publicity departments carefully plan to have among 
their personnel individuals who are members of different 
fraternal orders, clubs, and even religious societies. Some 
institutions go so far as to pay membership dues in clubs 
in order that the institution may have representation there. 
In other words, this is merely an attempt to recognize that 
association with certain organizations contributes a certain 
amount of prestige, and at the same time affords oppor- 
tunity for contacts which may prove of value. Some insti- 
tutions have devoted a considerable amount of attention to 
this aspect of publicity; whereas many others have paid 
little or no attention to it. This particular phase of pub- 
licity may very readily be overdone, but nevertheless, the 
publicity department might well devote a considerable 
amount of thought to the connections of its officers and 
employes and occasionally may find justification in suggest- 
ing that an officer or employe make a particular contact or 
association. 


Miscellaneous —A number of additional merchandising 
devices have been employed in the past by banks and may 
properly be included as publicity methods, even though 
many of them are of very questionable value. These devices 
include the following: 


. Anniversary celebrations. 

2. Send a newspaper to newcomers in the community for a month.® 
. Baby letters. 

4. Sending of a flower to customers on their birthday.!° 

5. Contests. 

3. Street signs at crossings on which are the street name and the 

name of the bank. 
7. Information bureaus. 
8. Holiday souvenirs; and similar material. 


Some of this material would be classified with that 
symbolic of the fetish of many bankers to spend money on 


Walker, W. E., Bank Business Building, p. 7. 


’Distelhorst, Walter, My One Best Bet, Financial Advertisers Association, 
Proceedings, 1931, pp. 65-66. 
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merchandising material of novelty type. Very little of it 
is worth a small fraction of the amount which it costs in so 
far as the production of new business, the retention of good- 
will and the education of the public are concerned. Pro- 
posed expenditures for material of this kind should be very 
carefully considered before being made. 

Another method which financial institutions use in order 
to obtain publicity properly falls within this miscellaneous 
classification. Many institutions, especially those of large 
size, make a practice of inviting guests to visit the bank 
individually or in groups. Guides are usually trained to 
escort such persons through the building and to point out 
items of interest. Some institutions, including the Federal 
Reserve Bank of New York, have movies which are dis- 
played to visiting groups before the tour of inspection is 
begun. Sometimes the movies are preceded or followed by 
a short lecture, and in other instances where movies are not 
presented, a brief address of welcome is given by one of the 
officers. 


Contests.—One form of publicity widely used by finan- 
cial institutions includes a great variety of contests and 
shows in which the public is invited to participate. These 
include essay contests, vegetable-growing contests, flower 
shows, antique exhibits and similar events. Undoubtedly, 
these possess a considerable amount of publicity value and 
attract a great deal of attention. Little, if any, business 
can usually be traced directly to such events, but they at 
least serve to bring people into the building, if events are 
held therein, and regardless of where they are held, oppor- 
tunity is provided for the public to come in contact with 
the officers of the sponsoring institution. Furthermore, 
such occasions tend to make the public feel that the spon- 
soring institution is contributing to the welfare of the par- 
ticular community. 


Publicity Within the Institution—Emphasis has been 
placed in an earlier article upon the desirability of develop- 
ing within an institution a permanent selling force. Efforts 
of this type have one disadvantage in that they are recog- 
nized by the employes as planned efforts to stimulate them 
to better selling. Publicity within the institution, whether 
a permanent selling force has been developed or not, at- 
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tempts to overcome this obstacle by conveying items of 
interest to employes in the hope that they will be of value 
to them in their work and, in turn, be of value to customers 
and prospects with whom these employes come in contact. 
Some institutions have found it desirable to have monthly 
dinners or meetings. Officers or department managers pre- 
side at these dinners and talks are given about some activity 
of the bank.'' Gatherings of this type may be conducted 
so that they will have threefold aspects: (1) They may be 
of publicity value in presenting items of general interest to 
bankers; (2) they may be of educational value by teaching 
employes more concerning the institution; and (3) they 
may be of value socially in that they bring executives and 
subordinates together in an informal manner. Gatherings 
of this kind incur a certain amount of expense and the 
expense in each instance must be reconciled with the advan- 
tages probably to be derived. 


Questionable Publicity —A certain amount of publicity 
is being constantly carried on for purposes which raise ques- 
tions as to its justification. There is no doubt concerning 
the undesirability of dissemination of untrue statements. 
However, some statements are frequently disseminated 
which are true, but at the same time they arouse doubt con- 
cerning the justification of their circulation. For example, 
a group of individuals sees that a certain security is selling 
at a price below the amount of cash and liquid securities 
carried in the treasury which would be available for each 
share. This group of individuals proceeds to form a pool 
which purchases a large number of shares and then gives 
wide circulation to the fact that the corporation is in a 
highly liquid position. As a result of these efforts, the 
stock advances in value and then the individuals dispose of 
their holdings. Such activity is distinctly speculative in 
nature, and the only justification for it which can be found 
is that which justifies speculation because it tends to antici- 
pate price movements, and by this anticipation, tends to 
stabilize or level prices."* No more justification can be 
found for publicity used in connection with such operations 
than can be found for the operation itself. Publicity has 


“Miller, Mahlon D., op. cit., p. 49. 
uf, Taussig, F. W., Principles of Economics, Vol. I, pp. 158-160. 
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been used in the same manner in connection with mergers 
and expansion of enterprises and again with no more Jjustifi- 
cation. Perhaps this use can be justified to the satisfaction 
of some individuals, but sooner or later publicity of this kind 
is likely to be extended to operations in securities for 
fraudulent purposes, and at such time no questions exist 
concerning its undesirability. Because such use of publicity 
is on the borderline, it is a use which may be deplored with 
justification, recognizing at the same time that a logical 
argument may be advanced in its behalf. 

Fraudulent Publicity.—-The collapse of numerous finan- 
cial pyramids during the depression of the early thirties led 
to public and private investigations of the conditions under 
which the securities cf some of these organizations were 
distributed. During the course of some of these investiga- 
tions, it was disclosed that in a few instances, at least, re- 
porters for prominent papers had been bribed in order to 
obtain the publication of favorable news stories in connec- 
tion with the flotation of these securities. Practices of this 
kind should be restricted in every manner possible. News- 
papers of the better grades strive to maintain high stand- 
ards of character among their employes; and many financial 
houses would not resort to such practices even if opportu- 
nity were offered to them. 

The investigation into stock exchange practices con- 
ducted by the Committee on Banking and Currency of the 
United States Senate in April, May, and June of 1932, 
and January, 1933, affords most interesting incidents which 
demonstrate undesirable use of publicity; in fact, in many 
of the instances disclosed by this investigation, there can be 
little question but that the original intent was so to manipu- 
late security prices that profits might result from such 
manipulation. Several instances will be described which 
demonstrate this type of publicity. 

Counsel for the Committee on Banking and Currency 
in a letter to that Committee, submitting “A Report on 
Stock Exchange Practices,” pointed out some of the most 
virulent instances which occurred. One witness who was 
called testified that his business was “financial publicity.” 
This individual stated 


that his articles would be published for the purpose of interesting the 
public in the stock in which he and those who employed him were 
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interested for the purpose of causing a rise in the market value of this 
stock and for this work he was paid by calls and options. 1* 


This individual also explained that he had employed 
a man to talk on the radio. This man was represented 
as an economist and president of a financial research 
institution, and was thus represented as an authority. 
Another instance disclosed by this investigation was that in 
which large stockholders in a well-known corporation in 
January, 1930, began to sell their holdings, and while this 
stock was being sold “the publicity given to the affairs of 
the company was such as to keep up the price of the 
stock.”'* Later on, a dividend was passed, the stock de- 
preciated in value, and those who had sold stock repurchased 
it..° It is not necessary to cite additional instances of this 
kind in order to show that publicity may be used in an 
exceedingly predatory manner. 

Numerous attempts have been made thus far to prevent 
fraudulent use of publicity. Newspapers of high standards 
have dismissed men found catering to bribes. Advertising 
associations and banking associations have attempted to 
‘arry over from advertising to publicity the term, “Truth 
in Advertising,” which has been emphasized for many years. 
The New York Stock Exchange has aggressively attempted 
to regulate such practices, and many of those instances dis- 
closed in the Senate investigation would now be prohibited 
by rulings adopted by the Exchange since that time. In 
fact, as a result of this Senate investigation, the Stock Ex- 
change on September 28, 1932, adopted a rule which, as 
amended November 29, 1932, now reads as follows:"® 

The direct or indirect employment of representatives of the press 
by a member, for the purpose of obtaining advance or confidential in- 
formation, is forbidden. 

No member of the exchange or firm registered thereon or partner 
thereof shall, directly or indirectly, give any compensation or gratuity 
"8S eventy-third Congress, First Session, Letters from the Counsel for the 
Committee on Banking and Currency under Senate Resolution 84, Seventy- 
second Congress, to the Committee on Banking and Currency submitting a 
Report on Stock Exchange Practices, p. 17. 

“Ibid., p. 18. 


*[bid., p. 19. Cf. also, Seventy-second Congress, First Session, Hearings 
Before the Committee on Banking and Currency, United States Senate, on 
Senate Resolution $4, Part 2, pp. 655-669. 


“J etlers from Counsel, op. cit., p. 34. 
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for services rendered or to be rendered or for any other purpose to any 
employe of a bank, trust company, insurance company, or of any corpo- 
ration, association, firm, or individual engaged in the business of pub- 
lishing any newspaper, news service, or statistics or information in 
regard to securities, or engaged in the business of dealing, either as a 
broker or as principal, in stocks, bonds, or other securities in any form, 
bills of exchange, acceptances, or other forms of commercial paper, 
without first obtaining the written consent of the employer to the giving 
of such compensation or gratuity and filing written notice of such 
consent with the committee of arrangements. 


Many exchanges tend to follow the action taken by the 
New York Stock Exchange on merchandising matters and 
will likely incorporate similar provisions into their regula- 
tions. The Securities Act of 1933, as amended, and the 
Stock Exxchange Control Act should also aid in preventing 
the recurrence of instances of undesirable and predatory 
publicity in the future. 


Summary.—The above discussion shows that publicity 
as a merchandising device may well be used by practically 


all financial institutions. It is a device which is essential 
to a well-planned merchandising program. It is true that 
some of the uses which have been made of publicity have 
tended to develop an unfavorable attitude towards it on the 
part of the executives of many financial institutions, but at 
the same time, the regulations now being imposed tend to 
surmount the reasons for these objections. Publicity aug- 
ments the other phases of merchandising efforts, and com- 
bines with them to produce greater results both for the 
public and for the sponsoring organization. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


CAPITAL FLOTATIONS, FIRST 
SEVEN MONTHS OF 1934 


OMMENTING on the new capi- 
tal flotations in the United States 


for the month of July, the Finan- 
cial Chronicle says: 


“New financing in the United States 
during the month of July was on a larger 
scale than in any other month of the 
year to date. The grand total for the 
month was $373,362,112, which com- 
pares with $305,521,890 for June, $144,- 
068,019 for May, $241,813,022 for 
April, $149,338,182 for March, $88,- 
904,981 for February and $90,385,665 
for January. Undue importance should 
not be given to the increased volume 
of financing during June and July and 
the conclusion should not. be drawn 


that financing has now become easy, for 


it has not. It is true that the amend- 
ments to the Securities Act are helpful 
and reduce the liabilities of the under- 
writer but the provisions of the act still 
act as a barrier to the free flow of capi- 
tal. 

“The corporate issues which came to 
market during the month aggregated 
only $145,778,914, while the amount 
of state and municipal issues totaled 
$92,583,198. There was also an issue 
of $100,260,300 Federal Farm Mortgage 
Corporation 3 per cent. bonds and an 
offering of $35,000,000 Federal Inter- 
mediate Credit Banks 11/4 per cent. de- 
bentures. Of the $373,362,112 grand 
total of financing reported for the month 
no less than $156,717,070 was for re- 
funding purposes, that is, to take up old 
issues outstanding, leaving the strictly 
new capital demand at $216,645,042. 

“Financing by the United States Gov- 
ernment continues unabated and in a 
large measure is pre-empting the field 
formerly dominated by ordinary finan- 
cing.” 

From compilations made by the Finan- 
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cial Chronicle it appears that the cor- 
porate, foreign government, farm loan 
and municipal financing for the seven 
months of the years named has been as 
shown below: 


$1,395,471,880 
679,118,466 
1,057,187,067 
3,260,551,613 
5,782,008,874 


THE DECLINE IN UNITED 
STATES BONDS 


OINCIDENT with the announce- 

ment of the Government's na- 

tionalization of silver and the 
prospect of the early issue of upwards 
of $75,000,000 of new silver certificates, 
a marked decline in the prices of United 
States bonds was recorded. A recent 
issue of obligations of the Federal Farm 
Mortgage Cdrporation and of the Home 
Owners’ Loan Corporation, carrying a 
guaranty of the Government, were not 
immediately absorbed at a price accep- 
table to the Treasury. 

There have been other influences in 
addition to the Treasury’s uncertain 
monetary policy which have affected the 
prices of United States securities. The 
general business situation, European dis- 
turbances, the drought, and the fact 
that the banks are already heavily loaded 
up with these obligations have all tended 
to depress prices. Of course, another 
factor operating in the same direction 
is the continual and heavy excess of ex- 
penditures over receipts. 

If the banks are now showing less 
of a tendency than heretofore to buy 
United States securities, and are even 
disposing of some they have been hold- 
ing, a reversal of this tendency may be 
expected if a more attractive rate is 
offered for the heavy financing of the 
Treasury expected during the present 
month. 
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IMPROVED REAL ESTATE 
CONDITIONS 


National Association of Real Es- 
tate Boards, a more active market 
for real estate in 70 per cent. of the 
cities of the United States, with a re- 
cent rapid absorption of space, par- 
ticularly in single-family residences, is 
shown in the twenty-third semi-annual 
survey of the real estate market, cover- 
ing 268 cities. This increasing absorp- 
tion of space is already reflected in ris- 
ing residential rents, shown for single- 
family dwellings by 49 per cent. of the 
cities reporting. 
Comparisons are with conditions of 
one year ago. 
Shortage of single-family residences 
is shown by 49 per cent. of the cities 
reporting. (Exactly the same percent- 


eat A. to a report from the 


age as show the up trend in rents.) 
Normal balance between supply and de- 
mand for this type of structure is shown 
by 47 per cent. of the cities, oversupply 


by only 4 per cent. No city of over 
200,000 population reports a present 
oversupply of single. family dwellings. 
The like survey of one year ago showed 
shortage of such dwellings in only 12 
per cent. of the cities, (less than one- 
fourth of the present percentage), and 
oversupply in 16 per cent. (four times 
the present percentage). 

The association’s surveys indicate that 
the peak condition of oversupply for 
single family dwellings for the country 
as a whole occurred a year and a half 
ago. 

The survey compiled from confiden- 
tial reports from the association’s mem- 
ber boards, shows not only favorable 
trends but also foundation conditions 
definitely favorable for general and 
rapid advance. Principal such factors 
are: 

1. Space absorption, reaching in some 
sections even to business structures. 

2. Increased return for real estate 
investment, promised by sharpening rent 
conditions. 

3. An already measurable re-entrance 
of capital seeking investment. 
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4. Predominately steady or falling in- 
terest rates. 

Prices have not advanced as generally 
as has turn-over, but selling prices are 
already higher in 33 per cent. of the 
268 surveyed cities. They are unchanged 
in 52 per cent. of the cities lower than 
a year ago in 15 per cent. of the cities. 

As to growing absorption of the na- 
tion's residential space the survey not- 
ably supports and supplements the find- 
ings of the Federal Real Estate Inven- 
tory, covering more than sixty cities. 
It goes further, and shows also not only 
a definite national advance in demand 
for apartment space but also the first 
slight turn in the supply-demand con- 
dition for business and office space. 

For the first time since June, 1930, 
cities (only 5 per cent. as yet), begin 
to report actual shortage of business and 
ofice space. The largest proportion is 
shown in the South Atlantic states. 

Under-supply of apartment space be- 
gan to be shown a year ago in 5 per 
cent. of the cities reporting. It was 
shown six months ago in 11 per cent. 
of the cities reporting and, is now shown 
in 20 per cent. of the surveyed cities. 
Over-building in apartments, reported in 
59 per cent. of the cities a year ago, is 
now cut down to 14 per cent. of the 
reporting communities, while 66 per 
cent. show a normal supply-demand sit- 
uation. 

Rentals, most convincing index of 
space absorption, are reported up for 
single family residences in 49 per cent. 
of the cities, stationary in 42 per cent., 
and down in 9 per cent. Apartments 
show rents up in 35 per cent. of the 
cities, on a level with last year in 61 
per cent. of the cities, down in 4 per 
cent. 

Business space shows more gain than 
office space as measured by rent appre- 
ciation. Central business districts, for 
both types of structure, lead outlying 
sections in this change. Higher rents 
are reported in central business prop- 
erty in 20 per cent. of cities, stable 
rents in 64 per cent., lower rents in 16 
per cent. For office buildings only 9 
per cent. of the cities report higher 
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rents, but on the other hand only 13 
per cent. report lower rents, 78 per 
cent. reporting a stabilized rent level. 

For the first time since June, 1929, 
there is an increase observable in the 
percentage of cities showing capital 
seeking investment, with 19 per cent. 
of the surveyed cities now so reporting. 
As yet, however, 70 per cent. of the re- 
porting cities show a dominance of loans 
seeking capital. 

Interest rates are steady in 72 per 
cent. of the cities, rising in 10 per cent., 
falling in 18 per cent. of the cities re- 
porting. Among cities of over 500,000 
population, 30 per cent. show falling 
rates. Of these major cities, 22 per 
cent. show capital seeking loans, but 78 
per cent. show loans seeking capital. 


INVESTMENT BANKERS UNDER 
FIRE 


est of investors is charged in the 
recent report of the Senate Bank- 
ing and Currency Committee, investigat- 


[*= of decent regard for the inter- 


ing banking practices. “Many of the 
abuses in investment banking have re- 
sulted,” the report says, “from the in- 
competence, negligence, irresponsibility 
or cupidity of individuals in the profes: 
sion. Such abuses can be eliminated 
only by the elimination of such persons 
from the field. Other abuses inhere in 
the American system and are, therefore, 
susceptible of remedial legislation. Oc- 
casionally a practice may be unearthed 


which partakes of the nature of both 
types.” 

That part of the report dealing with 
foreign loans is particularly severe. It 
says: 


“One of the most .scandalous chap- 
ters in the history of American invest- 
ment banking lies in the record of the 
activities of investment bankers in the 
flotation of foreign securities. The most 
elementary principles of business ethics 
were violated. 

“Far from exercising discrimination 
in relation to these issues, the bankers 
failed to check adequately the informa- 
tion furnished by foreign officials; ig- 
nored bad debt records and bad moral 
risks; disregarded political disturbances 
and upheavals; failed to examine, or ex- 
amined only perfunctorily, economic con- 
ditions in foreign countries; failed to 
determine whether the proposed uses of 
proceeds of loan issues were genuinely 
constructive; failed to ascertain whether 
the proceeds of loan issues were applied 
toward the purposes specified in the loan 
contracts; failed to ascertain whether 
revenues pledged for the service of loans 
were collected and properly deposited 
in accordance with agreements, and 
generally indulged in practices of doubt- 
ful propriety in the promotion of foreign 
loans and the sale of foreign securities 
to the American public.” 


It will not be without interest to 
quote the comments of a few leading 
newspapers on this report. 


New York Journal of Commerce: 


“The report of the Senate Commit: 
tee on Banking and Currency, while 
helpful as a summary of undesirable 
investment banking practices which 
should be eliminated errs by exaggerat- 
ing greatly the adverse effects of these 
methods in the past. There remain in 
numerable risks and uncertainties affect- 
ing the credit of individual governments 
and corporate enterprises and currencies 
in which obligations are payable. In- 
vestors who choose to ignore these risks 
and visualize, as does the Senate Com- 
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mittee, a new golden age for investors 
inaugurated by the Federal Securities 
Act may soon face serious disillusion- 
ment.” 


New York Herald Tribune: 


“The indictment against the invest- 
ment banking community, in which 
abuses in the foreign loan field consti- 
tute but one of several counts, is, if 
sweeping, unfortunately all too well 
merited. Nevertheless, one comes away 
from a reading of the committee's re- 
port with the feeling that here was a 
great opportunity for useful, construc- 
tive service wasted. Before one has 
gone far one realizes that the report is 


thoroughly permeated with that witch- 


burning spirit which did so much to 
turn the hearings themselves from a 
scientific inquiry into a tar-and-feathers 
expedition in which every one whose 
name meant anything in the financial 
district was to be smeared with the same 
kind of pitch.” 


New York Times: 


“The Banking Committee uses harsh 
but justified" words concerning some of 
the operations of investment banks and 
the afhliated companies controlled by 
commercial banks. The banking man- 
agement was often incompetent, or reck- 
less, or gullible in the extreme. But the 
craze was limited to no class. If bank- 
ers and brokers and speculators were 
mad to get rich quickly, so were work- 
ingmen and clerks and servants and 
clergymen and widows. It seemed at 
one time as if all who could command 


a little money, or beg or borrow it, were 
rushing to buy stocks spiraling upward 
in preparation for a fated and dizzy 
fall. 

“The directors of banks and capital- 
ists were gravely at fault, but they mis- 
judged the. situation no more grossly 
than did mechanics and chauffeurs and 
cooks. It was an all-embracing mad- 
ness. Even economists of repute and 
college professors were deceived and 
deluded, and by their defense of the 
financial methods prevalent helped to 
deceive and delude millions of simple- 
minded folk.” 

In reference to the latter quotation it 
may be said, that while investment bank- 
ers may not be called on to display su- 
perior wisdom and morality when all 
classes in the community are showing a 
surprising lack of these qualities, still to 
place bankers on the same financial level 
with “clerks, and servants and clergy- 
men and widows,” and to say that “The 
directors of banks and capitalists were 
gravely at fault, but they misjudged the 
situation no more grossly than did me- 
chanics and chauffeurs and cooks,” is to 
be less complimentary to bankers than 
the severe strictures of the Senate Bank- 
ing and Currency Committee itself. But 
the Times goes further, and says: “Even 
economists of repute and college pro- 
fessors were deceived and deluded by 
their defense of the financial methods 
prevalent—helped to deceive and delude 
millions of simple-minded folk.” 

After having their financial wisdom 
reduced to this low state, the investment 
banker may feel that fate has in store 
for him no more cruel blow. 
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Banking in Guayaquil 


The Main Commercial Center of Ecuador is Well: Supplied with 
Banking 


elapsed in the main commercial 
center of Ecuador, leaving a solid 
impression of stability and reliability as 
regards the Guayaquil commercial banks. 

As is well known, Guayaquil is the 
commercial metropolis of the Republic 
of Ecuador. This port is located at 
forty-eight hours’ trip from Panama and 
is also served by the Panagra Airways 
System, which makes four calls every 
week in Guayaquil, two northbound and 
two southbound. The port of Guaya- 
quil is also served by several steamship 
lines making regular calls, the Grace 
Line being the most important, with a 
schedule which brings to Ecuador one 
and sometimes two of the Santa ships 
every week. Besides the Grace Line 
ships, other lines serving Guayaquil are: 
Furness (devoted to banana shipments), 
Royal Netherlands, Chilean Line, Kos- 
mos, Norddeustche, Lloyds, the French 
Line, etc. 

It is not difficult to understand why 
the banking system of Ecuador is es- 
sentially based in the Guayaquil banks. 
The port of Guayaquil is the trade gate 
for practically 85 per cent. of all im- 
ports to the whole country. Guayaquil 
is the terminal of the main railroad, the 
only one connecting the high lands with 
the costal plains; it is also the embark- 
ing port for the cocoa crop. 


Tas four years of depression have 


HIGH CREDIT OF THE BANKS 


Guayaquil banks have enjoyed a high 
credit abroad for years. Their close re- 
lations with the bulk of import and ex- 
port traders prompted their relations 
with foreign markets. The great dis- 
turbance of the post-war period was re- 
flected in the banking system and the 
unavoidable came in 1926-30, when the 
country made a strenuous effort to 
emerge from the depression under the 


Facilities 


advice of an American financial com- 
mission headed by the well known econ- 
omist Dr. E. W. Kemmerer. The re- 
organization of the country’s economic 
and banking situation meant the closing 
of several banking institutions, among 
them the two oldest and with higher 
capital and reserves at that time, 
Banco del Ecuador and Banco Com- 
mercial y Agricola. Much to the sur- 
prise of the country, the banks which 
resisted the storm were the newest and 
the ones having then less capital. More- 
over, it was a typical fact that the newest 
of all banks assumed the position of a 
temporary central bank for nearly four 
years, until the Kemmerer Commission 
established the Central Bank of Ecuador 
in 1928. That bank was La Previsora 
National Bank of Credit, established in 
1920 with a capital of sucres 300,000 
and now having sucres 2,000,000 cap- 
ital plus sucres 1,000,000 reserves as 
shown in its June 30, 1934, balance 
sheet. 

For the period comprised between 
1926 and 1930 this bank held notes re- 
discounted to the other banks, with 
few exceptions, and this service was 
rendered not only to the Guayaquil 
banks but also to other banks. of the 
country. 


GROWTH OF THE BANK 


The growth of La Previsora National 
Bank of Credit has been remarkably 
steady. The bank had its crisis also soon 
after the closing of the Banco del Ecua- 
dor, the oldest institution in the country, 
when everybody had grounds to fear 
that smaller and newer banks than the 
Banco del Ecuador should follow the 
same course. La Previsora National 
Bank of Credit again stood the hard 
trial and emerged with a definite credit 
standing in 1931 after a severe run 
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which lasted two days, which was met 
by the bank with its own cash without 
resorting to rediscount bills in the Cen- 
tral Bank of Ecuador. The only help 
received after the run was over was in 
the form of a temporary advance made 
by one of the most conservative New 
York banks, the advance having the sole 
purpose of rebuilding the required legal 
reserve for La Previsora. It is a known 
fact that most of the reimbursement of 
said advance reached New York by air 
mail ahead of the checks drawn which 
were forwarded by regular mail. 

Since then the credit of La Previsora 
National Bank of Credit was established 
not only in Ecuador but also abroad, 
where close relations are maintained with 
New York and London banks. La 
Previsora National Bank of Credit has 
especially developed its collection service 
through a department which is an in- 
dependent unit within the bank itself. 
This organization, headed by executives 
of the bank, has seen its standing ap- 
preciated abroad in such a way that the 
biggest share of import drafts are han- 
dled by this bank, its services being 
especially appreciated by American 
banks owing to the fact that the system 
is a duplication of the American sys- 
tem as practiced in the principal banks 
of the United States. 

La Previsora directors’ report for 
June, 1934, demonstrates and announces 
several important facts during the last 
semester: increase of deposits from 15 
to 18 million sucres; increase of cash 
reserves from 7 to 10 million sucres; in- 
crease in eligible bills holdings from 9 to 
13 millions; the opening of a net of 
branches in important interior cities, 
among them in Quito, the capital of the 
country, where the success of the branch 
has placed it in a prominent place; a 
substantial increase in the turnover of 
collections entrusted to the bank, and 
last, but not the least important, an ad- 
dition was made both to capital and 
reserve funds of the bank. The profits 
of the half-year provided for an increase 
of sucres 250,000 to the reserves, which 
are figured at sucres 1,000,000, while 
the capital has been increased from 


sucres 1,500,000 to sucres 2,000,000. 
The growth of the bank prompted the 
directors to buy a building in Quito 
for the services of its branch, and sj- 
multaneously another building has been 
purchased in Guayaquil from the re- 
ceiver of the Bank of Ecuador, so as 
temporarily to install the bank’s offices 
while the actual building erected in 
1926 is enlarged over the adjacent lot 
also belonging to the bank, and the 
whole structure rebuilt in a modern bank 
design. 

The report of the directors of La 
Previsora Bank is very illuminating on 
the subject of bank policy; they claim 
to have followed strict technical lines 
with the purpose of keeping the bank, 
as in the past, in a very liquid position: 
quick assets are 66 per cent. of sight 
liabilities, but if bills eligible for redis- 
count are computed, the bank held as 
of June 30, 1934, not less than 153 
sucres for every 100 sucres of sight lia- 
bilities. The ratio of liquidity versus 
total liabilities to the public was slightly 
over 100 per cent. 


GENERAL MANAGER ESTRADA APPOINTED 
SECRETARY OF THE TREASURY 


A public recognition of straight man- 
agement has been made recently in 
Ecuador, when Dr. José Maria Velasco 
Ibarra, the new president taking office 
September 1, called on the general man- 
ager of La Previsora National Bank of 
Credit and requested and obtained con- 
sent that V. E. Estrada agree to serve 
as secretary of the treasury for the eco- 
nomic reconstruction, which the new 
president has as his first goal. 

Mr. Estrada has prepared a plan to 
reorganize banking and monetary ac- 
tivities in Ecuador and a volume of 186 
pages has been printed containing his 
proposals. 

It is an encouraging fact to notice 
that American trade can be served 
abroad by banks of high standing and 
reliability at the same time, these being 
fundamental factors of economic life in 
the countries concerned. Ecuador can 
now boast of its first commercial bank. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


recent dramatic events in several 

European countries, now shows 
signs of relaxing. Germany has lost its 
venerable President, and the powers of 
his office have been assumed by Chan- 
cellor Hitler. Austria, after experiencing 
the loss of Chancellor Dollfuss by as- 
sasination, is quieting down. Switzer- 
land and the Scandinavian countries are 
happily exempt from the disturbances 
by which some of their neighbors have 
been visited. They remain as shining 
examples of steadiness in a time of great 
political unrest around them. Holland 
also remains politically tranquil, although 
economic conditions in that country are 
less satisfactory than heretofore. France 
is gradually surmounting the difficulties 
which have perplexed her statesmen for 
some time. Relations between Japan 


Posse se tension, following on 


and the Social Soviet Republic are un- 
dergoing considerable strain. 


SOUTH AMERICA 

Turning from the somewhat checkered 
situation on the European Continent to 
the southern countries on the Western 
Hemisphere, gradual recovery and gen- 
erally peaceful conditions—the contin- 
uance of war between Paraguay and 
Bolivia excepted—are revealed. Mexico, 
thanks to the application of wise govern- 
mental policies, is steadily returning to 
greater prosperity, stable political con- 
ditions having long been maintained. 
The countries of South America gen- 
erally are gradually emerging from the 
perplexities into which they, in common 
with the rest of the world, were thrown 
by the forces of the great depression. 

In the Far East Japan has made sur- 
prising gains in restoring her industries 
and in enlarging her export trade. 

Surveying the foreign situation as a 
whole, the fact emerges that, despite 
wars and rumors of war, the world is 
not standing still. 


GREAT BRITAIN 


From the sources indicated the follow- 
ing information is gleaned respecting 
conditions in the British Isles: 


The Economist (July 28) 


The latest evidence of the state of 
trade in this country remains moderately 
encouraging. At this time of the year 
there is usually a lull in business ac- 
tivity, but the seasonal recession has so 
far been less pronounced than usual, and 
manufacturers and merchants confidently 
expect a normal revival in the autumn. 
But in view of the fact that the major 
international problems remain unsolved 
and that developments in some foreign 
countries have been unfavorable, pros- 
pects of a rapid expansion of business 
activity in this country in the autumn 
are somewhat uncertain. Although there 
are at present no indications of a serious 
setback in the United Kingdom, the real 
test will come a month or two hence 
when order books are due to be replen- 


ished. 


Monthly Review, Barclays Bank 
Limited (July) 

Whilst the trading position of the 
country is still far from satisfactory, the 
progress made during the first half of 
the current year is not without encour- 
agement. Industrial activity has steadily 
increased and the volume of unemploy- 
ment has declined substantially, a par- 
ticularly favorable feature being the fact 
that the decrease has been greatest in 
the large industrial arcas where the 
heavy industries are carried on. As the 
Minister of Labor recently pointed out, 
some of the basic industries, including 
iron and steel, shipbuilding and even 
coal, show a pronounced improvement 
compared with a year ago and the gen- 
eral situation today is not only better 


“than at any time since 1929, but is also 


The latest figures of 
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still improving. 








sound basis. 


GUAYAQUIL, 





W3m3wsgwfmftsteetteeet ttt ttt 


production compare very favorably with 
those of the corresponding period of 
1933 and, although the larger output 
has been mainly absorbed by the do- 
mestic market, there has also been an 
increase in foreign trade. The returns 
both of the London Bankers’ Clearing 
House and of the Bankers’ Provincial 
Clearing Houses afford corroborative 
evidence of the larger turnover which 
has taken place and there has also been 
an expansion in the demand for banking 
advances since the beginning of the 
year. It is true that in many countries 
abroad, conditions are still very de- 
pressed, but, nevertheless, in certain di- 
rections, the overseas position shows 
signs of improvement, in spite of the 
fact that the forces of recovery are in- 
evitably hampered by the many obstacles 
to international trade. 


O. R. Hobson, in Lloyds Bank 
Limited Monthly Review 


When it is represented that unem- 
ployment or a depressed agriculture are 
good reasons for the permanent estab- 
lishment of a new system of protection 
and control, it is certainly legitimate to 
reckon up the economic misuses which 
must be set against the supposed social 
phases of the proposed change. If a 
ccuntry is willing to pay the cost of a 
ring-fence economy well and good; but 
let it know the cost. 

Democracy is often an indiscriminat- 
ing judge in matters of economic policy. 
It is apt to condemn each successive 
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The fact that our Bank handles more commercial and general 
deposits than all other Banks in this market put together, enables 
us to provide our friends abroad with the most accurate CREDIT 
REPORTS on prospective customers for imports to this country. 


15,000 Accounts scattered all over the country 
54% of the aggregate banking deposits in this market 


Our service is organized on American Standard. 
We can help and take care of your trade with Ecuador on a 


LA PREVISORA NATIONAL BANK OF CREDIT 
ECUADOR, S. A. 





malady as the worst conceivable and the 
one to be avoided henceforth at any cost 
—even the cost of a worse evil. Infla- 
tion, deflation, paper currencies, gold 
currencies, unemployment have each in 
turn obsessed the national consciousness 
as the one evil which can never be en- 
dured again. 

Great Britain at the present time is 
saddled with two such bétes noires, both 
of which it is heartily desired to extir- 
pate, but unfortunately the poison of 
one is the meat of the other. We are 
still not sure which of the two is the 
more serious, with the odd result that 
we are at the present moment engaged 
in administering alternate doses of bane 
and sustenance to each. We are des 
perately and apparently equally anxious 
to reduce industrial unemployment on 
the one hand, and to increase agricul: 
tural production on the other. And we 
have not yet been able to reconcile our’ 
selves to the unalterable (or at any rate 
not alterable by any means which we 
are willing to adopt) fact that full em- 
ployment of the industrial population 
premises a large export of manufactured 
goods, and that those manufactured 
goods can only be paid for by the ac- 
ceptance as imports of large quantities 
of foodstuffs as well as of raw materials. 


Westminster Bank Review (July) 


The existence of two million unen- 
ployed, largely concentrated in a few 
big areas, forbids’ a feeling of com’ 
placency in the present situation. Lon: 
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The Stockholm, 
Sweden, Office of the 


Situated in the heart of 
Stockholm, opposite 
the Royal Palace 

and Parliament 
Building 


SKANDINAVISKA KREDITAKTIEBOLAGET 


don and many other centers are rela- 
tively well placed. The stricken areas 
form hardly suitable holiday resorts, so 
that it is easy for dwellers in the favored 
spots, out of touch with grim realities, 
to overlook the seriousness of this prob- 
lem. It remains nevertheless a national 
and an individual responsibility. The 
government is getting to work, and its 
special steps to deal with the devastated 
areas are to be welcomed. Up and down 
the country, municipal, church and pri- 
vate enterprise is doing much in the way 
of alleviation. 

In some quarters it is being questioned 
whether the recovery movement has not 
attained its zenith, whether the limit of 
expansion of the home market has not 
been reached. Whatever the answer to 
the second question, it seems inevitable 
that the time will come when that point 
will have been reached, and unless a 
substantial enlargement and broadening 
of export trade has been achieved mean- 
while, some reaction must be expected, 
with an adverse effect upon employment 
figures. For this country, it is only 
through increased export trade that the 


obstinate problem of unemployment will 
be solved. 


New Capital Issues 


Statistics compiled by the Midland 
Bank Limited show that the total of new 
capital issues in the United Kingdom 
for the month of July was £14,997,397, 
compared with £6,001,777 for July, 
1933. For the seven months ending 
with July, 1934, the total was £84,019,- 
843, compared with £75,330,152 for 
the corresponding period last year. 


London Clearing Banks 


The Midland Bank Limited has issued 
a compilation of reports of ten clearing 
banks in London, which shows that their 
current deposits and other accounts on 
June 30, 1934, were £1,884,715,499, 
compared with £1,983,688,106 on June 
30, 1933. Bills discounted (June 30, 
1934), £216,699,578; and on June 30, 
1933, £326,225,425. Advances (June 
30, 1934), £771,622,177; and on June 
30, 1933, £787,455,225. 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 
founded 1848. Telegraphic address: Kreditkassen 


First established 
private bank in 
Norway 


Bankxine Business or Every 
DescriPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 


The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


FRANCE 


. As reported by The Economist of 
London, for the first six months of 1934 
the total of French foreign trade 
amounted to 21,414 million francs, com- 
pared with 24,074 million francs in the 
like period of 1933. The import sur- 
plus fell sharply. For the first six months 
of 1934 it was 3,814.5 millions against 
6,142.5 millions in the corresponding 
period of 1933. This fall is the result 
Exports fell 
by 166 million francs (hardly 2 per 
cent.) and imports by 2,494 million 
francs (more than 16 per cent.). 


of a decrease in imports. 


AUSTRIA 


The Austrian National Bank has re- 
duced its discount rate from 5 to 41/, 
per cent. and so brought it to the low- 
est level reached since the war; even 
before the war a bank rate of 41/4 per 
cent. was regarded as low in Vienna. 
For advances against Austrian State 
bonds 5 per cent. is now being charged 
instead of 51/4, and for other securities 
51/4, per cent. instead of 6. Correspond- 
ing reductions have been made in the 
rates charged by other banks. Interest 
on overdrafts is now 1/ per cent. less, 
but as a reduction of 1/4 per cent. in in- 
terest payable on time deposits, which 
constitute the bulk of deposits in Aus- 
tria, seems inadvisable, the rate has been 
reduced from 314, to 3 per cent. The 
rate on three to six months’ loans has 
been reduced by !/ per cent. 

The National Bank was enabled to 
reduce its rate by the improved state 
of the bill portfolio. At the time of 
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the political disturbances in February 
the total of bills rose to about 296 mil- 
lion schillings, and on the closing day 
of the first quarter it stood at 307.7 
million schillings. Since that date it has 
been almost steadily declining, and on 
the last day of the half-year, after a 
very modest call in the last week of 
June,: bills stood at 253.7 million schill- 
ings. As a natural consequence of the 
cheapening of money at home efforts di- 
rected towards the conversion of the 
League of Nations Loan of 1923/43 are 
being made with increased energy and 
have already gained a partial success. 
The government has terminated the 
state guarantee for the commitments of 
the Austrian Credit Anstalt. This is 
undoubtedly a proof of the consolidation 
of financial conditions in Austria. The 
deposits according to the latest balance 
sheet of the Credit Anstalt totalled, it 
is true, only 39 million schillings, against 
more than 300 million schillings before 
the outbreak of the crisis. In the mean’ 
while, however, this item has increased 
considerably, partly from natural aug- 
mentation and partly because the fusion 
with the Wiener Bank Verein was en- 
acted several weeks ago and the deposits 
at that institute, namely 42.8 million 
schillings according to the latest balance 
sheet, were taken over. Savings deposits, 
too, show favorable development. At 
the end of June deposits of 2,086 mil- 
lion schillings were reported, against 
2,099 millions the previous month; but 
this was due not to withdrawals, but to 
the fact that the liquidation of the 
Social-Democratic Labor Bank has been 
taken in hand and the deposits at that 
institute struck out of the statistics. 





BANKERS INVITED 





FOREIGN BANKS ARE 


INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 


SWEDEN 


From the Quarterly Report, issued by 
the statistical department of the Skan- 
dinaviska Kreditaktiebolaget (Gothen- 
burg, Stockholm and Malmo) that the 
first half year of 1934 was marked by a 
further increase in business activity, by 
a larger industrial output and—at any 
rate in many parts of the country—by 
satisfactory harvest returns. Following 
the strong improvement during the first 
quarter, the increase during the second 
quarter has, however, been less marked 
than is usual for the season. 

The clearing statistics of this bank 
show an increase of business activity of 
14 per cent. for the first quarter of this 
year and a decrease of 11/4 per cent. for 
the second quarter, estimated accord- 
ing to the value of the bills, checks, etc., 
cleared, and after making due allow. 
ance for seasonal fluctuations. The vol- 
ume of the clearing last quarter was 
only 13 per cent. lower than in 1929 
Indeed, if the fall of prices is taken into 
consideration, the clearing was larger in 
volume than in that year Another in- 
dication of a considerable increase in 
business activity is that shipping and 
railway trafic during the first four 
months of this year was much larger 
than for the same period in the two 
yeats immediately preceding. 

The industrial output in several 
branches has approached close to, or ac- 
tually surpassed, the level of the boom. 
The production index of the Federation 
of Swedish Industries, which has been 
steadily rising since September, 1933, 
was 11 per cent. higher for May this 
year than the average for 1925—1930, 


and the figures published by the Board 
of Social Welfare showed for the first 
quarter of this year as large a demand 
for labor as for the same season in 1929 
and 1930. For the first five months of 
this year the export of wood pulp and 
sulphate paper has been on a _ record 
scale, exceeding the export for the same 
period in 1929 by one-fourth and one- 
third respectively. The export of other 
kinds of paper has been approximately 
on the same scale as in 1929. Of this 
year's estimated output of mechanical as 
well as chemical woodpulp, only some 
ten or twenty per cent. remain unsold 


ARGENTINA 


From its branch in Buenos Aires the 
First National Bank of Boston has re- 
ceived the following information under 
date of August 6. 

The favorable trade balance for June 
was m$n 18,381,549. Business condi- 
tions are in general good, with the ex- 
ception of the meat trade and hide mar- 
ket, the first adversely influenced by 
fear of further restrictions by England, 
the second by unusually heavy forced 
slaughterings in the United States. Gov- 
ernment receipts during the first semester 
were m$n 481,937,865 and expenditures 
m$n 479,234,795. The combined bank 
statement shows: deposits up 24,000,000, 
loans down 24,000,000, cash up 39,000,- 
000, and the cash reserve 21.2 per cent. 

The turnover on the Buenos Aires 
Stock Exchange for June was m$n 63,- 
492,000. Average net price for cedulas 
during June was 89.89. During July 
these bonds have been firm, net average 
on August 5 being 91.68. National 
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internal credit bonds have been active 
with only slight fluctuations, quotations 
at present (August 5) being about the 
same as a month ago. Provincial bonds, 
especially those of the Province of 
Buenos Aires, were in good demand. 


POLAND 


Through a presidential decree the 
Polish zloty is now established as the 
only legal tender in Poland. The cur- 
rency chaos after the World War and 
the subsequent inflation experiences in 
Poland resulted in the fact, that not- 
withstanding the de facto stabilization 
of the zloty since October, 1926, and 
its de jure stablization since October, 
1927, many transactions continued to 
be made in foreign currencies, mostly 
in United States dollars, as also many 
issues of shares, debentures, mortgage 
bonds, etc., for the home market. This 
state of affairs was the cause of much 
inconvenience and loss when the English 
pound and the dollar came off gold 
parity. 

The new presidential decree provides 
that liabilities expressed in foreign cur- 
rencies but payable in Poland must be 
converted into Polish zlotys at current 
exchange rates. New transactions in 
foreign currencies payable in Poland, 
have been declared illegal. Old trans- 
actions in foreign currencies and alsc 
containing a gold clause are to be con- 
verted on the gold clause basis only if 
the given foreign currency is still on the 
gold standard. The Bank of Poland, 
the state banks, joint-stock banks and 
long-term credit institutions are entitled 
to conclude transactions expressed in 
foreign currencies. Liabilities payable 
in foreign currencies are not affected by 
the decree and this applies to Polish 
bond issues abroad. The exemption ex- 
tends also to the mortgage bonds issued 
by the various mortgage banks and mort- 
gage credit association. 

The Polish Minister of Finance has 
stated in an interview that the main ob- 
ject of the decree is to stop the circu- 
lation of foreign currencies in Poland 
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as this has caused much harmful specu- 
lation. The Minister emphasized that 
the gold clause remains in force in re- 
gard to the Polish zloty, as the Polish 
Government is determined to maintain 
the Polish currency on gold parity, and 
foresees that it will succeed in doing so. 
The total money circulation in Poland 
amounted to 1,202.9 million zlotys on 
June 20. Of this total 880.9 million 
zlotys were Bank of Poland notes; 243.2 
million zlotys silver coin; and 78.0 mil- 
lion nickel and bronze token money. 


DEN MARK 


According to the agricultural balance 
of trade of Denmark, computed by the 
Agricultural Council, the total exports 
of agricultural produce in the first five 
months of 1934 amounted to Kr. 353, 
000,000, which was Kr. 12,000,000 less 
than in the corresponding period of 
1933. At the same time the imports of 
raw materials for agriculture were re- 
duced by Kr. 18,000,000 to Kr. 66,- 
000,000, and the result was an excess of 
exports of Kr. 287,000,000 against Kr. 
281,000,000 in January-May, 1933. 

The total balance sheet of the three 
leading commercial banks at the end of 
June was increased by Kr. 98,700,000 to 
Kr. 1,500,900,000. Total deposits were 
increased by Kr. 58,100,000, as the re- 
sult of an increase of deposits in cur- 
rent account of Kr. 73,500,000, and a 
reduction of passbook and time deposits 
of Kr. 15,400,000. On the liability side 
there was further an increase of the 
debt to correspondents in Denmark of 
Kr. 17,600,000, while the debt to cor- 
respondents abroad was reduced by Kr. 
700,000. At the same time the credit 
balances with correspondents in Den- 
mark were increased by Kr. 11,400,000 
and credit balances with foreign cor- 
respondents by Kr. 1,500,000, the net 
credit balance with the latter being 
thereafter Kr. 14,700,000 against Kr. 
12,500,000 at the end of May. Further 
on the asset side, there was an increase 
of loans by Kr. 22,400,000, and of the 
cash in hand by Kr. 31,100,000. 
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ITALY 


The foreign trade deficit for the first 
five months of this year stood at 1,148.7 
million lire as compared to 629.7 million 
at the corresponding date in 1933. 

During the first ten months of the 
present crop year (July 1, 1933-May 
31, 1934) Italy has imported 33,356 
metric tons of wheat as against 295,981 
tons in the corresponding months of the 
previous crop-year; imports of maize 
over the same period have fallen from 
221,967 metric tons to 112,851 

The number of building permits is- 
sued in the seventeen leading cities in 
the first five months of the year stood 
at 11,598 in 1933 and rose to 18,433 in 
1934. 

BERMUDA 


American businessmen and financiers 
are watching with interest the progress 
of banking legislation in Bermuda 
whereby that island ranges itself with 
the several British colonies which have 


adopted the American principle of trust 
banking. A bill authorizing the creation 
of a trust company for the islands was 
passed with a decisive vote by the House 


of Assembly at its spring session. The 
measure was then considered by the 
Legislative Council, which body is Ber- 
muda’s upper house, and sent by that 
chamber to London for the opinion by 
the Crown’s attorneys on the procedure 
being pursued. An answer from the 
Crown is expected in time for the legis- 
lative session which opens in September, 
and if the opinion is favorable the 
measure has only to pass the Legislative 
Council and receive the signature of the 
governor to become law. 

Bermuda is one of the few localities 
which have not felt the pinch of the 
world depression. The policies of the 
colony are formed and initiated by a 
coterie of business and professional lead- 
ers who are descendants of the first 
English settlers to colonize the islands 
in the early years of the 17th century. 
Most of the members of this group are 
on the directorates of the islands’ two 
Banks—the Bank of Bermuda and the 
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Bank of N. T. Butterfield & Son, Ltd., 
and although they sum up in themselves 
Bermuda’s traditional conservatism, the 
more progressive and modern-minded of 
these leaders have long been aware of 
a defect in the supervision of the 
colony's credit system. It was generally 
recognized by them that the defect lay 
in the incompleteness of the banking 
structure of the islands. Two previous 
attempts were made to round out this 
structure by the creation of a corporate 
trustee, but failed because of lack of 
agreement on _ organizational details. 
Last winter the leaders took counsel of 
an American banker resident on the 
islands who was experienced in trust 
company organization and with his as- 
sistance evolved the present measure, 
which creates a trust company without 
banking powers. 

Under the terms of the bill the pro- 
posed corporate trustee would be capi- 
talized in equal measure by Bermuda's 
two banks of deposit to the extent of 
$250,000, with authorized expansion to 
ten times this amount. The new com- 
pany would be empowered to issue mort- 
gages and administer estates, both of 
which activities are now in the hands 
of individuals and forbidden to the 
banks by the law of the colony. Ad- 
ministrators of estates in Bermuda are 
not required to render an accounting 
of the properties in their care, and in 
the course of the debate on the bill in 
the House of Assembly, a proponent of 
the bill, announced that for twenty-three 
years his estate had been in the hands 
of a trustee who had never given an ac- 
counting. 

The trust company would also be able 
to cope with the question of church 
funds and other long-continuing trusts, 
which are now handled in Bermuda by 
parish boards and individuals. Finally, 
one of the prime arguments put forward 
by proponents of the bill was that the 
creation of the trust company would 
make it possible for bond issues for the 
financing of large enterprises to be floated 
in Bermuda, thus keeping the profit from 
the flotation within the colony. Under 
existing conditions, projects which rev 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


quire large expenditures must be financed 
by loans from foreign banks. 

Opposition to the proposed trust com- 
pany centers among lawyers who fear 
that its establishment would curtail their 
practice. The preponderance of opinion 
in favor of the new institution, however, 
is indicated by the line-up in the House 
of Assembly, which voted 23 to 3 for 
the measure. 


THE NETHERLANDS 


Foreign trade in the first half of the 
year declined slightly in both imports 
and exports from the corresponding 
period of 1933, the drop in the former 
being 4.4 per cent. and in the latter 
4.7 per cent. Items in the Netherlands 
bank statement as of July 9 show in- 
creases over the June 11 statement as 
follows: Loans 4,000,000 florins, gold 
39,000,000, circulation 7,000,000, gov- 
ernment balances 22,000,000, and pri- 
vate balances 10,000,000. Transactions 
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in foreign exchange have been small with 
rates steady; money remains plentiful. 
Quotations on the stock exchange have 
been steady with the turnover small: 
the bond market has strengthened with 
the volume of transactions large. A con- 
version loan of the Province of North 
Holland in the amount of 56,000,000 
florins at 31/4, per cent. floated at 97/2 
was fully taken up by the banks. Capi 
tal issues in the first six months of the 
year amounted to only 32,000,000 florins, 
practically all in government bonds rep- 
resenting a reduction of nearly 50 per 
cent. from the corresponding period of 
1933 


AUSTRALIA 


Contrary to the experience of many 
other countries, Australia has a budget 
surplus of £1,302,000 instead of an es- 
timated deficit of £1,176,000, a result 
achieved after making tax concessions 
last year to the amount of £9,000,000. 
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INTERNATIONAL BANKING NOTES 


Martins BANK LimiteD (Liverpool). The 
directors of Martins Bank Limited announce 
that E. B. Orme, deputy chairman of the 
bank since 1929, has been appointed chair- 
man in succession to the late Alex Allan 
Paton. They also announce that Richard D. 
Holt has been appointed a deputy chairman. 
Mr. Orme is a partner in Messrs. Reynolds 
and Gibson, cotton brokers, Liverpool. When 
the world cotton conference was held at 
Liverpool in 1921 he acted as vice-president, 
and he has served upon various committees 
formed owing to war and post-war conditions. 
He was president of the Liverpool Cotton 
Association, 1918-19. He is a member of 
the Mersey Docks and Harbor Board and a 
director of the Royal and the Liverpool and 
London and Globe insurance companies and 
of the Overhead Railway Company. Mr. 
Holt is chairman of the Mersey Docks and 
Harbor Board and a director of various com- 
panies. 


SVENSKA HANDELSBANKEN (Stockholm). 
The balance sheet as of June 30, 1934, 
showed: Cash in hand and at the Riksbank, 
Kr. 48,923,650; due from banks—Swedish 
banks, Kr. 6,338,685; Swedish savings banks, 
Kr. 397,574; foreign banks and bankers, 
Kr. 28,903,135; loans, Kr. 615,924,415; ad- 


vances on current account, Kr. 146,568,459. 
The share capital of the bank, fully paid, is 
Kr. 90,000,000 and the reserve fund Kr. 45,- 
000,000. 


BANK OF NEW ZEALAND (Wellington). At 
the annual meeting of shareholders June 30 
the directors submitted the balance sheet and 
profit and loss account for the year ended 
March 31. The profits, after providing for 
expenses of management, and for all bad and 
doubtful debts, and other contingencies, and 
after making provision for the annual dona- 
tion to the provident fund, 
WHEE: ‘esewiqieiy tise Woanieas £594,231 19 OG 
From this has to be deducted: 
Interest on guaranteed 
IE eas Sie ser svanete ara ont 21,199: 9 3 
Leaving balance of profit 


for Che 9€00 6 <5 +.0ssidc 373,032 9 Ih 
To which has to be added:— 
Balance brought forward 
from : last “year....... 344,795 fT § 


917,827 Il 4. 


Dividends were paid to the amount of 
£624,468 3 i0, and after making other 
disposition £343,608 was carried forward. 
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CANADIAN SERVICE 
for AMERICAN BANKERS 


In 1859, the Bank of Montreal—then an in- 
stitution of 42 years’ experience — opened its 
Agency in New York. This office, and the 











Bank’s offices later established at Chicago and 
San Francisco—coupled with its nation-wide 
system of branches in Canada— provide Ameri- 
can banks and financial houses having dealings 
in the Dominion with a service unexcelled in 
scope —a service backed by organization, re- 
sources and reputation. 


BANK OF MONTREAL 


Established 1817 


Total Assets in Excess of $700,000,000 





23) the Bank of Montreal says: 

“While characterized by a degree 
ef midsummer slackness, business in 
Canada is on a higher general level than 
a year ago. The demand for capital 
goods has not yet begun to follow that 
for consumption goods with anything 
approaching the same degree of buoy- 
ancy, but the general scale of produc- 
tion has been well maintained, and in 
the welter of cross-currents that prevails 
in international affairs, political and 
economic, the outlook for Canada com- 
pares favorably with that of most com- 
mercial countries at the present season. 
Hope of a bountiful harvest is not to be 
realized. Taking the Dominion as a 
whole, crops promise to equal, perhaps 
exceed, those of last year, though pro- 
longed drought over large areas in the 
western and central provinces has re- 
tarded growth and reduced production. 
Notwithstanding a further setback in 
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[> its Business Summary (August 


HEAD OFFICE: MONTREAL 


New York Agency: 64 Wall St. 
San Francisco Office: 333 California St. 


Current Conditions in Canada 





Chicago Office: 27 South La Salle Sr. 





recent weeks, the outlook is for a some- 
what larger crop of wheat than last 
year. In the West, northern crops are 
being harvested in good condition. Feed 
grains and late-sown crops, however, 
have especially suffered during recent 
weeks. The fundamental situation for 
Canadian wheat has markedly improved 
during recent weeks. The carryover 
announced by the Dominion Bureau of 
Statistics on August 11 is 193,000,000 
bushels in Canada alone, compared with 
212,000,000 bushels a year ago, or 
203,000,000 bushels (if Canadian wheat 
in the United States is included) as 
compared with 219,000,000 last year. 
Broomhall has further estimated that 
Canada will market some 288,000,000 
bushels in the coming year, compared 
with about 194,000,000 bushels last 
year, and will secure perhaps as high 
as 50 per cent. of the total export 
trade compared with 37 per cent. for 
the past crop year. The price rise in 
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the second week of August beyond the 
dollar mark was a dramatic discounting 
of further drought news from almost 
all important countries; though largely 
speculative and subsequently discounted 
in part, there has been a marked stiffen- 
ing in importers’ offers. 

“All indices of trade reveal improve- 
ment over last year, some over condi- 
tions of two years ago. Car loadings 
are a good barometer, and these steadily 
increase. To August 11, loadings were 
217,229 cars in excess of 1933, and 
49,414 cars in excess of 1932. Of this 
increase 25,619 cars jwere in loadings 
of merchandise and 74,092 cars in mis- 
_ cellaneous freight. The movement of 
coal by rail has been heavy this year, 
requiring 170,916 cars, being 46,673 
cars more than in 1933, and 33,127 
cars more than in 1932, an evidence 
of the gain in industrial activity. In 
moving forest products 61,963 more 
cars have this year been employed to 
August 11 and 15,588 more cars in 
moving ore. 

“Retail business is experiencing mid- 
summer quiet and has not been helped 
appreciably by tourist trafic, which is 
light. Mining operations continue on a 
large scale, especially in the gold fields, 
and several new gold mines have re- 
cently reached production stage. The 
lumber industry maintains the improve- 
ment of recent months, notably in the 
export trade. Newsprint production is 
still running well ahead of last year, 
that in July being 208,238 tons, an 
increase of 15.44 per cent. over July, 
1933. In the past seven months the 
Canadian output of 1,469,871 tons was 
36.65 per cent. greater than in the 
preceding year. As a consequence of the 
general activity the employment situa- 
tion in July showed improvement over 
June by a wider margin than in any 
which the official record now extends. 
The 8716 employing concerns from 
which returns are received in the Do- 
minion Bureau of Statistics reported 
941,165 persons on their July staffs, 
compared with 899,751 in June, an 
increase which caused the index to rise 
by 4.4 points to 101.0 (1926 = 100), 


Fock marlon a 


languags y PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent 
speech and authentic native accent in 
French, Spanish, German, Italian, 
Russian, or whatever language you 
choose. 


Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 
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“‘Language Teachers of the 
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as compared with an average seasonal 
advance of about two points in 1921- 
1933. 

“The upward trend in Canadian 
foreign trade, compared with that of 
last year, continues, though July was 
less active than June, the total standing 
at $100,931,000, compared with $87,- 
564,000 in 1933, and $78,739,000 in 
1932— increases of 15.3 per cent. and 
28.2 per cent. respectively. For the 
seven months January-July, 1934, the 
increases are 38.1 per cent. and 17.0 
per cent. respectively, over the two pre- 
ceding years. Comparing July with 
June, imports were $44,145,000, as 
against $46,186,000, while exports were 
$56,121,000, compared with $58,046,- 
000. The favorable trade balance for the 
past seven months stands at $58,332,000 
—about $1,217,000 higher than at this 
time last year. 

“The June bank statement exhibits the 
contrast of a drop in current loans to 
a new low point, and a sharp advance 
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in the amount of Dominion and bank 
notes in the hands of the public. Gold 
holdings against Dominion notes were 
up by about a million, and investment 
holdings of the banks ‘also showed a 
slight gain. Demand deposits were 
markedly down, but notice deposits 
though lower showed less than the 
usual seasonal decline. Call loans were 
down in Canada but up elsewhere. 
Bank debits in July amounted to $2,767,- 
000,000, as compared with $3,528,000,- 
000 in July, 1933. The difference is 
largely explained by the lessened activ- 
ity in the stock and bond markets, as 
compared with the condition that pre- 
vailed a year ago.” 


SEASONAL LULL REPORTED 


General conditions are thus outlined 
in the August issue of the Monthly 
Commercial Letter of the Canadian 
Bank of Commerce: 

“The seasonal lull in industrial opera- 
tions so far is of less than the usual 
proportions, and not so pronounced as 
might be expected from such economic 
depressants as the severe damage to the 
western grain crops resulting from the 
July drought and the aggravation of 
political and labor difficulties in other 
parts of the world. During the past 
month our major industries have slack- 
ened the comparatively swift pace at 
which they were operating in the 
second quarter of the year, but they 
have production schedules larger than 
those of recent summer seasons. Look- 
ing at the reports furnished to us by 
about sixty industries of the secondary 
group covering their operations in July, 
we find only ten which were not able 
either to expand production or main- 
tain it at the June level. 

“Offsetting, wholly or partly, this 
moderate industrial recession is the sea- 
sonal gain in construction work actually 
in progress, which we estimate to have 
increased by 7 per cent. during July; 
the contracts awarded in that month 
were somewhat smaller than those of 
June and of July, 1933, but many of 
the numerous projects definitely planned 
in May and June of this year were not 


fully under way until last month.” 

From a detailed examination of con- 
ditions it is found that not only has 
the trend of Canadian business been 
upward—contrary to that of world in- 
dustry—but that a solid foundation has 
been laid for prosperity. 


BANK OF NOVA SCOTIA’S REVIEW 


The Monthly Review of the Bank of 
Nova Scotia (July) contains a quarterly 
survey of business conditions, from 
which the following information is 
gained: 

“The record for the Dominion as a 
whole is one of moderate sustained 
improvement. The index of industrial 
production, after a slight reaction, has 
turned once more upward. The indices 
of general industrial employment and 
revenue carloadings have maintained 
previous recent gains, while the index 
of the rate of turnover of bank deposits 
has lately advanced substantially. 

“Local conditions, however, show 
considerable variation. Assisted by sub- 
stantial public expenditures, Ontario 
has been the leader during the past 
quarter. In the Province of Quebec, 
there has been a pause. In the Maritime 
Provinces and British Columbia, there 
have been slight recessions. Conditions 
in the Prairie Provinces have been 
quiet: but there is a more cheerful out- 
look in the West. 

“Among the chief industries, construc- 
tion has been the laggard. A good deal 
of pick-and-shovel labor has been avail- 
able, and there are some signs of revival 
in building generally; even residential 
building has been more active. But we 
still await the sustained improvement 
of construction, which is an essential 
of our economic health. 

“In agriculture, recent rains have 
benefited the Canadian crops, while un- 
favorable crop forecasts from other 
countries, notably the United States, have 
stimulated the grain market. Prospects 
for the grower have thus definitely 
brightened. Livestock producers, on the 
other ‘hand, are still, in some areas, 
severely hampered by the shortage of 
fodder.” 















LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


Readers of THE BANKERS MaGazZINE are invited to send for publication in this de- 
partment an expression of their views on matters of current interest to bankers. 


Among subjects of present discussion are: “The Monetary Policy of the Govern- 
ment,” “Bankers and Their Public Relations,” “The Permanent Deposit Guaranty.” 
Expressions of opinion on these and other subjects relating to banking will be cor- 


dially welcomed to our pages.—-EpiTor. 


SERVICE CHARGES ON BANK 
ACCOUNTS 


Editor, THE BANKERS MAGAZINE: 

When I read the first article written 
by Mr. Lester on the subject of service 
charges, it did not occur to me that 
any one would take it seriously, since 
it showed such an utter lack of under- 
standing of the cost and general prob- 
lems of handling checking accounts that 
I could not believe any banker, bank 
director, or depositor would be misled 
by it. The second article having ap- 
peared in your August issue, coupled 
with invitation that you would like “to 
have views of bankers with regard to 
the statements made by the author,” I 
am moved to send you this criticism of 
Mr. Lester’s arguments. 

In the first place, he has totally over- 
looked the real difficulty, which is not 
the balance of the customer, but rather 
the cost of rendering him the service 
which he expects for his balance. Mr. 
Lester’s mathematics are entirely cor- 
rect, that if a depositor is required to 
keep his balance at $50.00, all he would 
need to do would be to borrow that 
sum at an annual cost of $3.00, and 
thus save $3.00 against the monthly 
service charge of fifty cents. The facts 
are that few if any banks exact a service 
charge on inactive balances of any pro- 
portions. On the other hand, there are 
many customers with balances running 
into the thousands of dollars whose 
accounts are analyzed and who pay 
monthly fees frequently amounting to 
several hundreds of dollars per month. 
Some years ago we had one customer 
‘in this bank who paid us an average 
of $1,000 per month for handling his 
business, which, as might be expected, 
was very voluminous and far too great 


to be supported by his balances which 
averaged well over $100,000. 

It is both impractical and unnecessary 
to analyze the small account. Actual 
experience has shown that the cheapest 
way both for the customer and the bank 
to take care of the activity in the small 
account is to exact a service charge of 
from fifty cents to $1.00 per month. 
This cost, however, is based on the 
activity of the account and not on the 
balance, the balance being used merely 
as a relatively easy matter to classify 
the type of account subject to this 
method of reimbursement to the bank. 

I will not attempt to discuss Mr. 
Lester’s economics, since frankly I am 
not sure I understood what he means. 
For example, the sentence: “In figuring 
service charges no allowance is made for 
the fact that commercial banks enjoy 
the benefits of bank credit creation.” 
If this sentence means what I think it 
does, I would suggest Mr. Lester consult 
the reports of the Comptroller of the 
Currency and satisfy himself to what 
extent banks in general, and country 
banks in particular, have been “benefit- 
ing during the past three years, most 
of them being in the red. 

I think the best answer, however, to 
Mr. Lester’s statements would be to 
set down some actual figures taken from 
a large metropolitan bank (not our 
own, since we do not handle small 
checking accounts in sufficient volume 
to use our own institution as an illus- 
tration). This bank, having some $200,- 
000,000 of deposits carried by about 
30,000 depositors, found upon careful 
analysis that 10,000 of these accounts 
averaged but $50.00 each, and produced 
a total volume of deposits of $500,000. 
I mention this illustration here, not be- 
cause I expect to use the figures of that 
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institution, which I shall not, but 
merely to show that these conditions 
do exist. An experience based upon 
thirty years’ study of this problem con- 
vinces me that in the average country 
bank 50 per cent. of the depositors 
carry but 3 per cent. of the total de- 
posits, although they cause more than 
50 per cent. of the work and expense. 
I ran across one country bank in Penn- 
sylvania in which 84 per cent. of the 
depositors carried balances of $50.00 or 
less. Another interesting fact which 
Mr. Lester appears to overlook is that 
less than 10 per cent. of the depositors 
of a bank borrow money at any time. 

The figures which I shall now set 
down illustrating the cost of handling 
10,000 accounts may be used either as 
referring to one large metropolitan bank, 
or they may be applied to any small 
institution, and the proportions will be 
relatively the same, except as one goes 
down the scale until he reaches the 
small crossroads country bank, the over- 
head in proportion to the amount of 
business done increases rather strikingly, 
since there is a bed-rock minimum of 
overhead which cannot be decreased. 

Ten thousand accounts with an aver- 
age of $50.00 in balance will produce a 
total of deposits of $500,000. Owing 
to rapid turnover of this class of de- 
posit and the high percentage of cash 
withdrawn across the counter, the re- 
serve for till money purposes, plus the 
legal reserve would require an average 
reserve of 15 per cent., leaving a net 
sum of $425,000 for investment and 
other income-producing purposes. This 
fund, if invested at an average of 4 per 
cent., would yield $17,000. At this 
point it might be well to point out that 
to the extent that small banks, in the 
desperate struggle for existence, attempt 
to secure high average yields, to that 
extent are they frozen or in liquidation. 

Good bookkeepers can usually handle 
about 1000 accounts, using bookkeep- 
ing machines. We will, however, allot 
1200 accounts to each ledger, which 
would require eight bookkeepers, which, 
at annual salaries of $1200 each, would 
cost $9600. 


To serve 10,000 customers would re- 
quire a minimum of six tellers, which, 
at $1800 each, per annum, would cost 
$10,800. 

To serve a clientele as large as this 
would require a clerical force of at 
least twenty-five, consisting of transit 
department clerks, general clerks, money 
counters, a general bookkeeper, and 
auditor, or a total annual salary cost of 
$900 each, which amounts to $22,500. 

Now as to the equipment. We will 
assume that the bookkeeping machines 
can be used by the other departments 
during odd moments, and hence we will 
allot eight bookkeeping machines, which, 
depreciated over the course of their 
years of usefulness, would cost $14.27 
each per month, which produces a total 
annual cost of $1370. (These figures 
are based on actual adding machine 
experience.) 

Supplies: Allowing each depositor 
two check books per year at twenty- 
five cents each, would cost a bank 
$5,000. A rough estimate of all other 
supplies, such as ledger cards, deposit 
tickets, pens, ink, and stationery, would 
amount to an additional $5000. Assum- 
ing the bank would send out but ten 
transit letters per day, and would mail 
monthly statements to one-half its cus- 
tomers, would entail an average postage 
cost of $2500. All of the above figures 
err on the side of conservatism, and we 
are allowing clerks only the bare NRA 
minimum. We have not included man- 
agerial cost,—that is to say, the salary 
of one or more officers, and we have 
omitted light, heat, taxes, and incidental 
overhead items which no bank can 
escape, preferring for the sake of Mr. 
Lester's point of view to assume that 
such expenses should be borne by the 
stockholders out of their capital invest- 
ment. Nevertheless, the figures admitted 
into the calculation produce a total an- 
nual cost of $56,770, producing an 
annual deficit of $39,770. Service 
charges of fifty cents a month exacted 
against the depositors would produce a 
revenue of $60,000 a year, leaving a 
total annual gross profit of $21,000, 
which would be necessary to cover the 
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expenses not included. I am wondering 
how any such bank could manage to 
sell shares of stock on an income-pro- 
ducing statement such as this would be. 

Happily, however, Mr. Lester in his 
last paragraph points to a way out of 
the difficulty. In a not too well veiled 
paragraph he points to governmental 
ownership which “to the small deposi- 
tor who seldom borrows from a bank 
should prove an advantageous step,” 
since “at present his bankers do not 
share with him the profits arising from 
the creation of bank credit.” Inciden- 
tally, I have not included in the above 
figures the present cost of deposit in- 
surance. 

In other words, Mr. Lester would 
pass the cost of permitting depositors to 
enjoy the tremendous benefits of the 
use of checks over to the taxpayers. I 
am wondering if Mr. Lester has seen a 
recent report of the Post Office Depart- 
ment which was published on August 
7 or 8 last. The figures of the Post 
Office Department showed a ratio of 
revenue of 9.527 cents for a. money 
order issued, and an expenditure of 
14.072 cents, or a ratio of loss per order 
of 4.544 cents. Against this cost to 
the Government of issuing money 
orders at fourteen cents each, the banks 
can point to a cost of handling checks, 
depending upon the size of the bank, of 
from two cents to eight cents, and if 
the Post Office Department or some 
similar department were set up to 
handle checking accounts, the results, 
based on the present method of doing 
Government business, would be dis- 
astrous to the taxpayers. 

The simple facts are that, delude our- 
selves as we will, it is still impossible to 
get something for nothing. Mr. Lester's 
Naive arguments remind me of nothing 
so much as a plan which might be 
applied, let us say, to the railroads of 
the country. Assuming that it costs 
$100.00, which would include divi- 
dends, to run a railroad train from 
A to B, after enough ticket-buying 
passengers had boarded the train to 
produce the $100.00 revenue, then the 
railroad should be expected to add as 
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many passenger cars as would be neces- 
sary to haul free all the rest of the 
passengers who might wish to make the 
journey. The argument that might be 
advanced for this arrangement would 
be that the railroad company is not 
sharing its freight profits with these 
passengers, and therefore it ought to 
haul them free, since if it did not main- 
tain the railroad, obviously it would be 
unable to haul freight. 
Yours very truly, 
O. Howard WOLFE. 
Cashier, The Philadelphia 

National Bank. 

Philadelphia, August 21, 1934. 


BANKERS AND THE BUILDING 
TRADES 


Editor, THE BANKERS MAGAZINE: 

I am enclosing you copy of a letter 
just received from a subscriber of ours, 
the Allen County Lumber & Supply 
Company of Lima, Ohio. 

What shall I say in answer to Mr. 
Ashba’s letter? 

The Building Industry is hoping for 
great things from the housing program 

—they realize, however, that they 
need the co-operation of the bankers 
and mortgage companies. 

There is a great need for real homes 
-—-about 2,000,000 short of normal re- 
quirements. 

What can we do to show the banker 
that his interests and ours are mutual? 
Together we go forward. If nothing is 
done, we both suffer. 

May I have the pleasure of hearing 
from you? 

AMERICAN LUMBERMAN 
E. C. Hote, 
Manager. 


{ Following is the letter mentioned by 
Mr. Hole}: 


Editor, American Lumberman: 

Every trade magazine pertaining to 
the building industry is urging dealers 
to take advantage of the Government’s 
housing program, particularly the re- 
habilitation division of the program. 
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From personal observation and con- 
tacts it occurs to us that a great deal of 
this effort is being wasted. Why get 
the dealers so greatly stirred up and 
have them, in turn, get their customers 
all “het” up—when the average banker 
(who holds the key position) looks on 
the whole set-up with a “fish eye’? 

We believe that the big job is to 
“sell” the banks and the bankers; that 
if the program is to be worth anything 
and if it is to start working quickly- 
there must be a tremendous amount of 
effort put forth to “selling” the idea to 
the fellows who hold the strings on 
the money sacks. 

Just stop in to several banks and ask 
the cashiers what action their board of 
directors has taken on the matter. Ask 
them if any official consideration has 
been given towards the bank loaning 
funds in accordance with the plan. If 
we don’t miss our guess you'll find that 
about all they know (like Will Rogers) 
is what they have read in the news- 
papers. 

This brings up the question—“*What 
are ‘we going to do about it?” Our 
idea is that you'd better urge the dealers 
to contact their “bankers” at this time 
rather than spend too much time con- 
tacting their “prospects.” 

ALLEN County LUMBER & SuPPLY Co., 
By Jason V. ASHBA. 


Contrary to the views expressed in 
Mr. Asba’s letter, the banks are readily 
responding to the call for co-operation 
in carrying forward the new housing 
program. This action on their part is 
an evidence that the plan is essentially 
sound and involves no unusual risks to 
the participating banks—something that 
cannot be said of many demands for 
credit which the banks are compelled to 
reject.— Editor. 
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DOUBLE LIABILITY UNDER THE 
BANKING ACT OF 1933 


Editor, THE BANKERS MAGAZINE: 

Your letter of August 2 is received, 
with respect to the effect of the Bank- 
ing Act of 1933 upon the matter of the 
double liability of stockholders of na- 
tional banks. 

Should a national bank organized be- 
fore June 16, 1933, close, the holders 
of common stock of such association 
would be subject to an assessment up to 
the par value of their stock in addition 
to the amount already invested therein, 
but common stock issued after that date 
is not subject to this double liability. 

If common stock issued before June 
16, 1933, is transferred the person ac- 
quiring such stock would succeed to the 
same liability as the original owner, i. e. 
double liability. 

The double liability feature is elimi- 
nated only in the case of common stock 
issued by a bank organized after June 
16, 1933, and increase of common stock 
in old banks after that date. 

Preferred stock is not 
double liability. 

In the case of a going bank, however, 
should the capital become impaired the 
holder of common stock would be liable 
for assessment to make good such im- 
pairment of capital as long as the bank 
continues in active operation. 

Gipss Lyons 
Deputy Comptroller 
Washington, D. C. 
August 13, 1934 


subject to 


{The above letter is an answer to an 
inquiry designed to clear up a mis 
understanding of the exact nature of 
the double liability attached to national 
bank stock under the Banking Act of 
1933.] 
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Washington, the 


HEN the curtain rises on the 

autumn scene in the Nation's 

Capital next October, specta- 
tors will have a chance to see and par- 
ticipate in a variety of activities. For 
October is Washington’s most exciting 
time during the year—and most beauti- 
ful. Facilities for relaxation and diver- 
sion are at their best. Educational 
benefits are in full swing. National 
and international activities are renewed 
with gusto after the summer months. 
It’s the time for the fun-loving as well 
as the serious-minded. 

Particularly this fall, Washington 
will have more than ever before to offer 
its visitors. Its mammoth building pro- 
gram is nearing completion, and by 
October the tall fences which surround 
Uncle Sam’s new headquarters will be 


Photo courtesy Greater National Capital Committee 


The Lincoln 


Memorial 


Many-Sided City 


taken down to reveal some of the finest 
buildings in the world. 

If you are going to Washington for 
relaxation, here are a few of the things 
you will find: 

Twenty-five up-to-date golf courses all 
available from any downtown hotel and 
always in good condition. 

Miles of bridle paths in the seventeen- 
hundred acre Rock Creek Park, located 
in the heart of the city, and winding 
through other picturesque scenery. 

Speed-boat rides and steamer excur- 
sions down the historic Potomac River, 
and deep-sea fishing on Chesapeake 
Bay, only an hour distant. Washing- 
ton is one of the ranking yachting 
centers of the nation. 

Regular polo games between Uncle 
Sam’s crack Army teams from Fort 
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The Treasury Building at Washington 


Myer, a sport fast becoming one of the 
most popular in the Nation’s Capital. 
Hundreds of parks, planned by the 


finest horticulturists in the country; 
parks that present a beautiful back- 
ground in the fall with their brilliant 
plots and beds of vari-colored blooms. 

Wide streets and roads, both within 
and without the city, to carry you to 
sights of national historic interest, sights 
of unusual beauty, and sights peculiar 
to Washington. 

Taking for granted that the average 
person in the United States is familiar 
with the internationally-known sights so 
characteristic of Washington — sights 
that offer educational benefits of every 
kind—here is a collection that will in- 
terest the banker visitor. This is the 
exhibit of strange kinds of money col- 
lected by the Smithsonian Institution in 
Washington from all parts of the globe 


and considered one of the most inter- 
esting of its kind in the world. As 
sembled by the Smithsonian ethnologists, 
it includes such articles as shells, bright 
feathers, axes, spear heads, fish hooks, 
blocks of salt, blocks of pressed tea and 
tobacco, all sorts of skins, glass bottles, 
coconuts, eagle feathers, cacoa beans, 
whale teeth, porcupine quills, tails of 
animals, red hair from behind the ear 
of the flying fox, stone and clay beads, 
mill-stones of yellow limestone, hoes and 
spades, crosses of copper, ingots of iron, 
buffalo robes and hundreds of other 
articles. 

Washington has a wide appeal for 
everybody. It is a many-sided city and 
is at its peak in activities of all kinds 
in the fall of the year. 

The Nation’s Capital opens wide its 
doors to the members of the American 
Bankers Association. 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


PUBLIC CONFIDENCE ESSEN- 
TIAL TO BANKING 


There is no business so sensitive to 
the reaction of public opinion as the 
business of banking. 

Public confidence, a prime essential 
of successful banking, is nothing but a 
manifestation of favorable public opin- 
ion. Build public confidence and you 
build banking. Destroy public confi- 
dence and you destroy banking.—W. 
H. Neal, vice-president, Wachovia Bank 
and Trust Company, Winston-Salem, 
N. C., in Bulletin American Institute 
of Banking. 


THE GREAT IMPEDIMENT TO 
RECOVERY 


Debt incurred in an overinflated eco- 
nomic period is the greatest impediment 
to recovery after the bubble bursts.— 
Clients Service Bulletin, American Ap- 
praisal Company. 


IS FINANCIAL NUDISM IMPEND- 
ING 


The budget reminds me of the old 
axiom, “you should cut your coat ac- 
cording to the cloth.” The budget coat 
appears to be entirely demolished, and 
they are now removing the pants. We 
may soon be a nation of financial 
nudists—Joseph F. Hill, address as 
president of the Pennsylvania Bankers 
Association. 


EVILS OF A BUREAUCRACY 


Of all forms of government which 
has ever been permitted to torture the 
human family, the most burdensome, 
the most expensive, the most demoraliz- 
ing, the most devastating to human 
happiness and the most destructive of 
human values is a bureaucracy. It has 
destroyed every civilization upon which 
it has fastened its lecherous grip.— 
U. S. Senator William E. Borah. 


SOUND BUSINESS REQUISITE TO 
EXPANSION OF BANK LOANS 


The basic requisite to the expansion 
of commercial bank loans is sound, 
normal business conditions on which to 
conduct sound, normal banking opera- 
tions. The best business a bank can 
wish for is the opportunity to loan 
money. to successful business men and 
manufacturers imbued with confidence 
to enter upon aggressive business en- 
terprises and endowed with the ability 
to bring them to successful conclusions. 


—R. S. Hecht. 


THE PERMANENCY OF BANK- 
ING 


Banking is a necessary business and 
will endure. “In order to endure, it 


must be the right sort of banking, under 
the right sort of management.—F. M. 


Law. 


OUR DEPENDENCE ON FOREIGN 
MARKETS 


Whether we like it or not, the fact 
remains that our economic structure has 
been developed and our productive 
capacity adjusted to a type of output 
that is dependent on foreign markets; 
and those markets depend absolutely on 
our willingness to accept foreign goods 
and services in exchange for our own. 
Our concern in international trade is 
not merely a matter of the refusal of 
other nations to purchase our goods if 
we are not willing to buy theirs; it is 
an economic impossibility for foreign 
countries to take our products unless 
we, by accepting imported commodities, 
provide foreigners with the means to 
pay.—The Guaranty Survey, Guaranty 
Trust Company, New York. 


A RAY OF HOPE 


There is a lot of sense in this coun- 
try yet.—Will Rogers, in New York 
Times. 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
New York City 


Forty-Two Broadway, 


Review of the Month 


from which but little satisfaction 

can be extracted. At the beginning 
of September the country was experi- 
encing an industrial strike greater than 
any that had taken place for a long 
time. Reports from the twelve Federal 
Reserve districts tell almost uniformly 
of a falling off in production “greater 
than seasonal.” 

Steel, by many considered a barometer 
of industry, has fallen to the low point 
for the year, while another significant 
indicator—-electric power production— 
is also declining, though still well above 
the corresponding period of last year. 
Bank clearings are also falling off. De- 
spite these unfavorable symptoms, the 
feeling persists that a considerable de- 
gree of recovery will take place in the 
autumn, though it may be delayed 
somewhat beyond the time heretofore 
expected. 

The drought has been another un- 
favorable factor in the situation, though 
the governmental measures taken to in- 
crease farm income have proved so 
effective that they will largely counter- 
balance losses from the dry weather. 

Commodity prices are rising, the cost 
of food products showing so decided an 
upward tendency as to occasion fears 
that the increase in the cost of living 
may defeat the gains made by higher 
wages. 

While the counsel of the NRA has 
recently published figures showing a 
marked decline in unemployment, on 
the other hand recent estimates point 
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Gio ot departs leaving a record 


to a large increase in the number to 
be dependent upon public relief, the total 
figures rising perhaps to 20,000,000 in 
the approaching winter. These two 
reports appear inconsistent, although 
not necessarily so. For the addition to 
those on the relief rolls must represent 
many who have heretofore been subsist- 
ing on their own resources, now ex- 
hausted because of the long drain they 
have undergone. 

Automobile production is being well 
sustained—a result achieved not by in- 
creasing prices, but by reducing them. 

Within a few weeks one disquieting 
element in the situation will disappear. 
Reference is made to the political cam- 
paign now under way. National elec 
tions in this country nearly always give 
rise to certain apprehensions, whether 
fully warranted or not, and the one to 
take place in November will undoubt- 
edly have results of more than ordinary 
importance. Maintenance of the Ad- 
ministration’s supporters in Congress or 
an increase in their number will 
strengthen the hands of the President 
and warrant him in proceeding further 
with the program he has been follow- 
ing and the more advanced plans he has 
in view. On the other hand, should 
the November election returns show a 
falling off in the number of the Presi 
dent’s supporters in the House and 
Senate, a halt in carrying out his pro- 
gram and plans may be expected. 

Recovery is undoubtedly taking place. 
Its progress, however, is but slow and 
painful. 





ADVERTISING AND PUBLICITY 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by T. D. MacGrecor of MacGregor & Woodrow, New York 


A Plan for Direct Advertising 


OLLOWING are extracts from a 
Peeves plan for direct advertising 
for a large financial institution: 
Every folder, blotter, letter or book- 
let should be prepared in such a way 
that each reader will feel that it was 

written especially for him. 

Direct mail advertising material should 
be approached from the reader's 
point of view, not from the viewpoint 
of the company. It is better to say 
“when you go abroad this summer you 
can leave your valuables in a Safe De- 
posit Box here, you can obtain your 
Travelers’ Cheques and Letters of 
Credit here, and you can employ us 
to look after your securities in your 
absence for a moderate fee” than to 
say “In our Foreign Department we 
issue Letters of Credit and Travelers’ 
Cheques, in our Safe Deposit Depart- 
ment we have boxes for rent, and in 
our Trust Department we offer a Cus- 
todianship of Securities service.” 

It is usually necessary, in order to 
get best results, to send a series of 
mailings, each one a part of a planned 
campaign. Single mailings usually are 
not effective. 

Small lists of names should be worked 
intensively, if your direct mail advertis- 
ing is rigidly limited by a budget, in- 
stead of sending out one or two mail- 
ings throughout the year to a much 
larger list. 

A seasonal appeal should be used 
wherever possible. It is obviously true 
that business houses would be more 
likely to respond to a banking campaign 
when they need loaning facilities than 
when money is easy. 


PROPER APPEAL TO THE VARIOUS 
PROSPECTS 


Class 1.—Well-to-Do 
and Middle Class. 


Direct mail matter which is circulated 
among these prospects must be of the 
highest type. It should be attractively 
printed on good paper. Envelopes 
should be addressed on typewriters, not 
by addressograph machines. 

The best services to advertise are 
banking, women’s department, travel 
services and safe deposit facilities. Trust 
and investment appeals are more likely 
to be effective among present customers 
not using those services. 

Another condition to be borne in 
mind in preparing material which ap- 
peals to this class is that at least half 
of the persons who will respond are 
likely to be women. Therefore, the 
folders must be prepared in such a way 
that they will be attractive to women 
readers. 


Class 2.—Business Houses. 


Direct mail advertising matter going 
to this type of prospects should be busi- 
ness-like, crisp, matter-of-fact. It should 
cover your banking services, your loan- 
ing facilities, the fact that prompt de- 
cisions are made on loans by an officer 
in charge, the speedy manner in which 
you handle routine business, etc. 

One or two mailing pieces in a cam- 
paign under this classification should be 
devoted to Trust and Safe Deposit. 


Class 3.—Workers. 


Your best appeal here, in normal 
times, is interest accounts. Literature 
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should be simple and emotional. Tell 
your story by pictures as much as pos- 


sible. 
PRESENT CUSTOMERS 


To take care of present customers, 
this procedure is recommended: 

That a monthly appeal be inserted in 
the statement envelopes, stressing one 
service each month which the customer 
may not be using. 

Customers’ bank statements are not 
quickly thrown away; the recipient al- 
ways opens the envelope. Therefore, a 
dignified card, folder, or blotter, tersely 
presenting arguments for the trust, safe 
deposit, or other services is likely to re- 
ceive attention if enclosed with the 
statements. 

Another advantage is that postage 
and all mailing expenses are eliminated. 
So far as trust literature is concerned, 
if you have booklets in stock, they are 
valuable to you only when they reach 
the hands of interested persons. If 
you can get some of your banking 
customers to write in for these booklets 
each month you would have a prime 
list of prospects to be followed up by 
letter, by telephone call, or by a per- 
sonal call by one of your trust men— 
the actual procedure in each individual 
case depending upon the importance of 
the customer who asked for the booklet. 


PERSONAL SOLICITATION 


Pick out members of your trust de- 
partment who best combine knowledge 
of trust procedure with sales ability. 
Assign them, definitely, to work with 
branch managers. 

They might have a desk in each of- 
fice, spending a day or two at each 
branch in rotation. They could then 
follow up leads obtained through ad- 
vertising, or suggested by the branch 
manager. On days when a trust man 
is not present, the office manager could 
make appointments for prospective cus- 
tomers in this department to fit the 
trust man’s convenience. 

The customer need not know that 
the trust man is present at that par- 
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ticular branch only temporarily. The 
branch manager could use tact in mak- 
ing the appointments of the prospects 
coincide with the time of the trust 
officer. 

Special cases, if of sufficient impor- 
tance, can be handled on off days. The 
trust man could arrange his office hours 
accordingly. 

It seems inadvisable to start a real 
direct mail campaign for this class of 
business until some such scheme as this 
has been worked out. 


PERSONAL LOAN BANKS ARE 
GETTING RESULTS FROM 
ADVERTISING NOW 


the need for personal credit is greater 

than ever before. The Morris Plan 
banks, which in the nearly quarter cen- 
tury of their history have loaned many 
millions of dollars to many thousands 
of small borrowers on the basis of their 
character and earning power, have 
never been more active than at present. 

Many of these “banks for the indi- 
vidual” in different parts of the country 
are advertising aggressively for both 
ends of their business-—that is, to sell 
their certificates and to make loans. In 
New York State, such institutions are 
now permitted to call themselves banks, 
and to accept deposits, nut subject to 
check, and on which 3 per cent. com 
pound interest is paid. The deposits 
are really installment payments on the 
purchase of Morris Plan certificates, and 
this provides a large part of the money 
which is loaned out to borrowers. 

The largest of these banks is The 
Morris Industrial Bank of New York. 
In the last few weeks it has been ad- 
vertising in large space in the New 
York newspapers. 

Typical of the Morris Plan banks in 
smaller cities is The Morris Plan Com- 
pany of Schenectady, N. Y., soon to 
change its name to The Morris Plan 
Industrial Bank of Schenectady. This 
institution in its advertising is success 
fully capturing the group spirit of the 
employes of the General Electric and 
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American Locomotive works, the princi- 
pal industries of that city. Both of 
these plants are busier and employing 
more workers now than at any time in 
several years. 

In commenting upon the significance 
of his institution’s advertising, W. G. 
Avery, president of The Morris Plan 
Company of Schenectady, says: 


“The sound use of credit probably 
is one of the greatest single factors now 
making for business recovery. For 
some time past, the National Govern- 
ment has been ‘priming the pump’ by 
means of money advanced for various 
constructive purposes through the RFC, 
the PWA, the HOLC, and other 
‘alphabetical’ agencies. Now, with the 
proposed direct loans to industries, the 
National Housing Act, and the growing 
number of Federal savings and loan as- 
sociations chartered by the Federal 
Home Loan Bank Board, the amount of 
credit available outside of the commer- 
cial and savings banks is being greatly 
extended. 

“The need for personal credit now is 
great for the simple reason that many 
persons have used up their savings, and 
although they are now employed and 
earning money again, they require help 
to pay off the accumulated indebtedness 
of a long period of interrupted or re- 
duced income. The Morris Plan system 
of personal lending is admirably suited 
to their needs, and we have found that 
a direct, personal appeal to this group 
at this time is resultful.” 


The First Federal Savings & Loan 
Association, of New York, one of the 
new Federal savings and loan associa- 
tions provided for in the Home Owners’ 
Loan Act, has also begun to advertise 


in the New York newspapers. It is 
sponsored and supervised by the United 
States Government, and lends money 
on the security of conservative, monthly 
amortized first mortgages on homes 
within a 50-mile radius of the metrop- 
olis. In the savings end of its busi- 
ness it offers shares of $100 par value, 
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on which the expected dividends will 
amount to over 4 per cent. a year. 
Treasurer Richard M. Ludlow reports 
satisfactory results from its advertising. 


MORRIS PLAN STARTS NA- 
TIONAL CAMPAIGN 


tion, with headquarters at Balti- 

more, Md., has announced an ad- 
vertising campaign in banking journals 
of national circulation. 

“It has long been the feeling of our 
members,” said Robert O. Bonnell, 
president, in making the announcement, 
“that Morris Plan work is not under- 
stood as it should be by commercial 
bankers, savings bankers and trust com- 
pany executives. 

“In many cities, of course, the rela- 
tionship between our member institu- 
tions and others in the banking field 
is closely co-operative; the result is that 
we are able to fulfill our essential part 
in the development and welfare of those 
communities—and that we ease the 
public relations situation for other banks 
by taking care of loan applications 
which cannot be handled acceptably 
under any other form of banking than 
the Morris Plan. Studies in various 
commercial banks have shown that there 
is a definite, dollars-and-cents advan- 
tage in referring to Morris Plan institu- 
tions those loans for which commercial 
banks do not have facilities to handle. 

“We frequently find that we are 
confused in the public’s mind—and in 
bankers’, as well—with lending com- 
panies. While we are not questioning 
the utility of these, we naturally prefer 
to be known for what we are. Con- 
gress recognized the difference when it 
made Morris Plan banks eligible for 
membership in the Federal Reserve Sys- 
tem. Accordingly, we are addressing 
these informative messages to bankers, 
as the financial advisers of America.” 

The campaign has been developed 
by The Merrill Anderson Company, of 
New York, which specializes in bank 
advertising. 


[ees Morris Plan Bankers Associa- 





Condition of the National Banks 


HE Comptroller of the Currency, 

J. F. T. O'Connor, has announced 

that the total assets of the 5422 
licensed national banks operating on an 
unrestricted basis in the continental 
United States, Alaska and Hawaii, on 
June 30, 1934, the date of the last call 
for statements of condition, aggregated 
$23,901,592,000, an increase of $960,- 
419,000 in the amount reported by 
5293 licensed banks as of March 35, 
1934, the date of the previous call, and 
an increase of $3,041,101,000 reported 
by 4902 licensed banks as of June 30, 
1933, the date of the mid-summer call 
last year. 

Loans and discounts, including redis- 
counts, on June 30, 1934, totaled 
$7,694,749,000, in comparison with 
$7,899,279,000 on March 5, 1934, and 
$8,116,972,000 on June 30, 1933. 

Investments in United States Govern- 
ment securities on June 30, excluding 
securities guaranteed by the United 
States Government either as to interest 
or principal, aggregated $5,645,741,000, 
an increase of $238,393,000 since March 
and an increase of $1,614,165,000 in 
the year. 

Contingent liabilities of the United 
States Government in the form of guar- 
anties as to interest and principal on 
obligations of the Reconstruction Fi- 
nance Corporation, Federal Farm Mort- 
gage Corporation and Home Owners’ 
Loan Corporation held by the report- 
ing banks on the date of the current 
call amounted to $357,911,000. In ad- 
dition investments reported held by 
banks in other miscellaneous bonds, 
stocks and securities aggregated $3,344,- 
901,000, an increase of $58,037,000 
since March 5 and of $4,846,000 since 
June 30, 1933. 

Balances due from correspondent 
banks and bankers, including reserve 
with Federal Reserve banks of $2,497,- 
400,000, were $5,295,641,000. The 
balances on March 5, 1934, and June 
30, 1933, were $4,528,681,000 and 
$3,793,460,000, respectively. Cash in 
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vaults totaling $352,402,000 showed a 
decrease of $5,900,000 since March, but 
an increase of $63,924,000 in the year. 

The book value of capital stock of 
the licensed banks on June 30, 1934, 
amounted to $1,737,827,000 and repre- 
sented a par value of $1,738,792,000. 
The latter figure was composed of class 
A preferred stock of $401,989,000, 
class B preferred stock of $10,081,000 
and common stock of $1,326,722,000. 
The book value of capital stock showed 
increases in the four and twelve month 
periods of $83,897,000 and $222,180,- 
000, respectively. The par value of 
the stock showed increases in the four 
and twelve month periods of $83,804,- 
000 and $221,587,000, respectively. Sur- 
plus funds of $854,057,000 and net 
undivided profits of $257,295,000, or a 
total of $1,111,352,000, which is exclu- 
sive of reserves for contingencies, pre- 
ferred stock retirement fund and divi- 
dends payable in common stock of 
$151,854,000, showed a decrease of 
$5,343,000 since March and a decrease 
of $64,846,000 in the year. 

Circulating notes outstanding 
amounted to $698,293,000 in compari- 
son with $790,037,000 in March, 1934, 
and $730,435,000 in June, 1933. 

The total deposits of licensed banks 
were $19,932,660,000 an increase of 
$1,142,173,000, or 6.08 per cent., since 
March 5, and an increase of $3,158, 
545,000, or 18.83 per cent., since June 
30 last year. The aggregate on June 
30, 1934, included amounts due to 
banks subject to immediate withdrawal 
and certified and cashiers’ checks out- 
standing of $2,870,925,000, United 
States Government deposits of $889,- 
678,000, other demand deposits of 
$9,280,929,000 and time deposits of 
$6,891,128,000. In the total of time 
deposits were included postal savings 
of $440,782,000, time certificates of 
deposit of $678,498,000 and deposits 
evidenced by savings pass books of 
$5,074,147,000, the latter figure repre- 
senting 13,543,649 accounts. 
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BOOKS FOR BANKERS 


NEW BOOKS AND PAMPHLETS OF INTEREST TO BANKERS 








THE COMING AMERICAN Boom. By 
L. L. B. Angas. New York. Simon 
& Schuster, Inc. $1.50. 


Tuis folio pamphlet of thirty-five pages 
has excited exceptional interest, due to 
two facts: its author’s previous publi- 
cations have made some exceptionally 
accurate forecasts of coming events, and 
the present one deals with matters of 
great current interest. 

Perhaps the most significant features 
of the present pamphlet are to be found 
in its statements that inflation in this 
country has just begun, and in the 
interpretation of President Roosevelt’s 
policies. Regarding inflation—or per- 
haps it would be more accurate to say 
the redundancy of bank deposits 
brought about by government borrow- 
ing of the banks—-the author thinks that 
while as yet it has had little effect, the 
time must come when the holders of 
these additional deposit credits will be- 
gin to feel richer on paper, and thus 
start a strong buying movement. On 
what to buy the author says: 

“Although almost all shares will rise 
in America, the rubbish will rise much 
further than the leaders. . . . It is not 
considered financially respectable to ad- 
mit the truth about stock market move- 
ments, nor to advise rubbish during a 
depression; but the investor who buys 
rubbish in the first or second year of 
trade revival is invariably the investor 
who makes the most money.” 

He who follows this advice may turn 
out to have speculated profitably, but 
why call him an “investor”? 

The author sees our present difficul- 
ties as chiefly monetary, and argues 
consistently from this standpoint. But 
in contending for reflation back to the 
point where debts were contracted, he 
may be favoring a price level which was 
of itself the result of inflation. While 
perceiving the harsh effects of deflation, 
he almost or quite ignores the fact that 
these effects were consequent upon the 
prior inflation. 


This is an extremely, interesting con- 
tribution to current monetary discus- 
sion. The attempted explanation of 
the President's monetary plans alone 
makes the pamphlet of unusual interest. 

Let us hope that America may be 
delivered ‘from another boom superin- 
duced by people feeling themselves rich 
on paper. Our experiences with a boom 
of that kind are too recent to warrant 
another of the same kind right away. 


Security ANALysis. By Benjamin 
Graham and David L. Dodd. New 
York: McGraw Hill Book Company. 
$5. 


Tus book presents a critical examina- 
tion of investment theories in the light 
of recent years’ experience. It tells how 
to determine logical bases for the selec- 
tion of securities and it supplies an in- 
tensive survey of income-account and 
balance sheet analysis, with particular 
emphasis upon the detection of ab- 
normalities, the rdle of arbitrarily deter- 
mined items, and the influence of 
capitalization structure and other tech- 
nical elements upon the meaning of 
reported earnings. 


SECURITY SPECULATION: ITs ECONOMIC 
ErFrects. By John T. Flynn. New 
York: Harcourt, Brace. $3. 


THIs is not a book telling how to 
speculate in securities, but one that 
shows just what effect, good and bad, 
activities in the stock exchange have. 
It is the first comprehensive analysis 
made in this country of the mixed re- 
sults which flow from security specula- 
tion to our whole economic society—to 
business, to industry, to banks, to 
workers, to credit, to money, and to the 
one hundred million people in the coun- 
try who never speculate. Mr. Flynn’s 
study is a scientific appraisal that will 
be of interest to the student as well as 
to the general reader. 
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WHat Everysopy WANTS TO KNOW 
Asout ANNuITIES. By G. W. 
Fitch. New York: Knopf. $2. 


THis is a popular book on annuities 
explaining simply and clearly, but in 
detail, just what an annuity is, what its 
advantages are, for whom it is most 
desirable, and how it may be bought 
and paid for. The author describes the 
various types of annuities that now 
exist and discusses the way they are 
handled by the insurance companies. 

Everyone who is concerned about his 
income in old age, or who buys stocks, 
bonds, and insurance policies, or who 
puts his money in the savings banks, 
will find this book extremely interesting 
and instructive. It tells you about a 
new way to provide for yourself and 
your family. 


THE FINANCIAL PoLicy oF CoRPORA- 
TIONS. 1934 Edition. By Arthur 
Stone Dewing. New York: Ronald 
Press. $10. 

THIS is a new revised edition of this 
very helpful handbook for the corpora- 
tion finance officer. In its 1300 pages 
it discusses practically every problem 
of a financial nature with which the 
modern corporation is faced. Different 
sections of the book discuss such topics 
as corporate securities, valuation, pro- 
motion, administration of income, ex- 
pansion and reorganization. The author 
has had many years of practical expe- 
rience in the affairs of small and large 
corporations and in addition to other 
activities was for many years a member 
of the faculty of Harvard University, 
as professor of finance. 


THE ForREIGN DEBT OF THE ARGEN- 
TINE RepuBLic. By Harold Edwin 
Peters. Baltimore: Johns Hopkins 
Press. $2. 


As stated by the author in his preface 
“the purpose of this study is to examine 
the export of capital as related to the 
finances of the Argentine Republic, in 
a hope that a limited investigation of 
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a part of the broad field, besides having 
some intrinsic interest, will add to 
appreciation of the whole.” The book 
is divided into five parts as follows: 
I. The Foreign Debt to 1880. II. The 
Foreign Debt, 1880-1914. III. Financ- 
ing the Argentine through the War 
Period. IV. Post-War Finances, 1921- 
28. V. The Crisis in Argentina. 


ASSOCIATION OF BANK WOMEN 
TO MEET IN WASHINGTON 


ITH almost unprecedented im- 
\X / portance attached to its forth- 
coming sessions the Association 
of Bank Women will hold its 12th 
Annual Convention in Washington, 
D. C., October 22 to 25, inclusive, it 
is announced by Miss S. Winifred 
Burwell, chairman of the general con- 
vention committee and assistant trust 
oficer of the National Metropolitan 
Bank of Washington. 


The convention headquarters will 


be the Mayflower Hotel where the ses- 


sions will be held. Miss Agnes M. 
Kenny, manager of the women’s de: 
partment of the First Wisconsin Na- 
tional Bank of Milwaukee, is president 
of the Association of Bank Women. 
The board of directors of the asso- 
ciation have named the following con- 
vention chairmen: Miss Mina M. Bruere, 
Central Hanover Bank & Trust Co., 
New York, program committee; Miss 
Susan B. Sturgis, First National Bank, 
Boston, Mass., entertainment committee; 
Miss E. Nora Gibbons, Fulton Trust 
Company, New York, hospitality com- 
mittee; Miss Jean Arnot Reid, Bankers 
Trust Co., New York, steering com- 
mittee; Miss Anetta G. Foster, Michi- 
gan Trust Company, Grand Rapids, 
Mich., registration committee; Miss 
Gertrude M. Jacobs, Marshall & IIsley 
Bank, Milwaukee, Wisconsin, nominat- 
ing committee; Miss Alice L. Fraser, 
Citizens National Bank, Freeport, N. 
Y., badges committee; and Mrs. Mary 
Berkeley Finke, Morris Plan Industrial 
Bank, New York, publicity committee. 
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THE REAL ESTATE LOAN 
By WiLL C. Woop 


Vice-President, Bank of America, California 


OST of us have come to the 
M conclusion that -flat loans on 

real estate, made for an in- 
definite period to borrowers who haven't 
other resources of ample amount, coupled 
with demonstrated character and’ busi- 
ness ability, are not good banking assets 
and should be kept at a minimum. 

To extend credit on such a basis has 
not proved to be of advantage to the 
borrower or the lender. Rather has it 
been to the disadvantage of the borrower 
because it encouraged him to unsound 
business practices. 

From the standpoint of the 
was not good policy to make 


bank, it 
or carry 


such loans since it meant in the long 
run in all too many instances the slow 
purchase by the bank of real estate for 
more than the realizable value at the 


time of getting possession. At best it 
meant the inclusion of a slow banking 
asset in its loan pouch over a long period 
of years. 

In reviewing flat loans on real estate 
coming up for renewal, many bankers 
have, up to recent times, taken no ac- 
count of depreciation on improvements, 
but have renewed on the basis of the 
original appraisal. At the end of ten 
years, unless there was appreciation in 
the value of the land, which apprecia- 
tion should be greatly discounted be- 
cause it may be of ephemeral and tem- 
porary character, the property was, by 
reason of depreciation of improvements 
alone, probably worth from 30 per cent. 
to 40 per cent. less than it was at the 
time of making the loan. 

The security behind the loan is much 
less desirable than it was when the loan 


_. 


Extracts from an address before the Cali- 
fornia Bankers Association. 


was made, and a fair appraisal must 
take account of that fact. Moreover, 
improvements and changes in the style 
of buildings, particularly in the case of 
homes and apartment houses, have ren- 
dered these types of security more or 
less obsolescent, and this obsolescence is 
not fully covered by the amount of de- 
preciation to which I referred. 

A ten-year old apartment house, un- 
less it has been subjected to extensive re- 
modeling and renovation, has passed into 
the second class, with consequent reduc- 
tion in income due to lower rentals and 
increased vacancies. The same is true, 
perhaps in lesser degree, in the case of 
homes. If the principal of the home or 
apartment house loan remains constant, 
in the face of depreciation and growing 
obsolescence, the loan is becoming pro- 
gressively less desirable as a bank asset. 
Moreover, if a borrower, over a period 
of years, is unable to reduce the prin- 
cipal of his loan, the probability is that 
he will not be able to reduce it in the 
future. The bank may take comfort in 
the belief that it can force a sale and 
recover its principal. However, we 
must bear in mind that in a depression, 
when such loans usually come to a crisis, 
it is extremely doubtful whether the 
property can be sold to satisfy the debt. 
It is in times of prosperity that such 
loans should be paid, and postponement 
of payment usually results in distress 
both for the borrower and the lender. 


LOANS ON BUSINESS PROPERTIES 


In the case of loans on business prop- 
erties the situation is somewhat different. 
While the factor of depreciation is to be 
reckoned with, the factor of obsolescence 
due to changes and improvements in 
buildings is not so marked. However, 
in many cities in California there has 
been during a period of the last ten 
years, a shift in trade centers which has 
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resulted in making old business blocks 
less desirable for trade purposes. Any 
such shift is bound to affect rentals and 
realty values and impair the security 
back of the loan. This is obsolescence 
of another type, but such obsolescence 
must be reckoned with by both borrower 
and lender. The value of property, 
from the loan standpoint, is based upon 
the earning power of the property, and 
any decrease in earning power growing 
out of obsolescence of any type or char- 
acter results in a decrease in the real 
estate security back of the loan. 

This brings us to a consideration of 
the factors to be considered in the mak- 
ing of loans upon realty values. Whether 
a real estate loan will turn out to be 
good or bad is determined in no small 
measure by the interview with the ap- 
plicant at the time the application is 
made. The interview is an opportunity 
for making an estimate of the borrower's 
character, his business judgment, and his 
ability to repay the loan. Among the 
questions to be discussed are these: (1) 
For what purpose is the loan asked? 
(2) What is the borrower’s estimate of 
the value of the property? (3) What is 
the income from the property? (4) 
What are the carrying charges? (5) 
What are the sources from which the 
borrower plans to make repayment? 
(6) What is the borrower's financial 
status? (7) Is he already heavily in 
debt and what is the status of his debts? 
(8) What is his income from all sources? 
(9) How do his expenses compare with 
his income? If possible, a financial state- 
ment should be secured and filed. The 
future of the loan, when made, is 
wrapped up with the future of the bor- 
rower, so the lender is entitled to facts 
upon which he may base an estimate of 


the borrower’s future ability to pay his 
loan. If the loan is asked for a worthy 
purpose, the interview may proceed fur- 
ther, but if it is asked for an extravagant 
or highly speculative purpose, the inter- 
view might well end at this point. A 
potential borrower whose business judg- 
ment is unsound or who has extravagant 
or highly speculative tendencies is not 
one that the bank should encourage by 
making him a loan. If the income from 


the property will carry the loan com- 
fortably or if the borrower's total in- 
come and his future seem reasonably 
well assured the loan may be entertained 
provided the character elements I have 
already referred to are satisfactory. 


PROPERTY WILL BE STUDIED 


After the application has been re- 
ceived, the appraiser will make a study 
of the property. In this connection, we 
should bear in mind that the appraiser 
is a key man in the making of real estate 
loans. Upon his report depends much 
of the success or failure of such loans. 
He must know his community, its past 
and its present; he must also be able to 
make a conservative estimate of its fu- 
ture. He must take into account the 
future as well as the present status of 
the property concerned. He must re- 
port on the age and condition of the 
buildings, must analyze the income and 
operating costs and finally make an esti- 
mate of value, all factors considered. 
He should also indicate whether in his 
judgment the loan is desirable or un- 
desirable, since loans in certain neighbor- 
hoods should for certain reasons be de- 
clined as undesirable. 

The loan is now ready for considera’ 
tion by the loan committee. 
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THE REDISTRIBUTION OF 
INCOME 


Tix more equitable distribution of 


income has long been an objective 

of social and economic reformers. 
In an attempt to work out just how re- 
distribution would work out in practice 
the Cleveland Trust Company has pre- 
pared the accompanying chart. 

The results indicate that the increases 
that would be received by the wage 
earners would probably prove disappoint- 
ing to most of them. The source of the 
new data is the report on National In- 
come from 1929 through 1932 recently 
published by the Department of Com- 
merce, and compiled under the able 
supervision of Dr. Willard L. Thorp, 
late director of the Bureau of Foreign 
and Domestic Commerce. 

The results for each of the four years 
from 1929 through 1932 are shown in 
the upright columns of the diagram. In 
the first of the three vertical rows the 
columns represent the number of dollars 
per month that the average wage worker 
employed by American corporations ac- 
tually received. In 1929 the payments 
amounted to 119 dollars per worker per 
month. In 1930 this average dropped 
to 108 dollars, and in 1931 to 105 dol- 
lars, while in the worst depression year 
of 1932 it fell to only 89 dollars. 

The columns and figures in the second 
tow show for the same years what the 
average monthly payment to all those 
engaged in these same enterprises would 
have been if they had shared equally 
among themselves the total of all the 
wages, salaries, bonuses and shares of 
proprietors that were disbursed in those 
four years. These figures show what 
the results would have been of a redis- 
tribution of the income of American 
corporations if all the sums that were 
actually paid out for services had been 
shared equally among all the workers. 
The increase to the average wage worker 


would have ranged from about 10 to 20 
per cent. in the different years. 

The columns and figures in the third 
vertical division are based upon the as- 
sumption of dividing equally among all 
those engaged not only all the income 
that was actually paid out in wages, 
salaries, bonuses, and shares of proprie- 
tors, but all the dividends as well. This 
results in lifting the figures of the sec- 
ond division by rather more than 10 per 
cent. in the first three years and by less 
than seven in 1932. The figures used 
are taken from the tables of the report 
showing the earnings and disbursements 
of corporations and individual businesses 
engaged in manufacturing, mining, con- 
struction, transportation, and_ trade. 
They cover most of our corporate busi- 
ness activity. 

If the figures of the diagram seem 
small it is because any redistribution of 
income into equal shares for all workers 
would yield similar disappointing results. 


MONTHLY EARNINGS PER 
CORPORATION WORKER 


If all wage |If all engaged |If all engaged 
earners di- |divided equally/divided total 
vided equal-/all wages, sal- wages, salaries, | 
ly the toteljaries, bonuses, | bonuses ,propri- 
of wages ac-|and shares of etor shares, H 


tually paid.|proprietors. jand dividends. 
8 | 
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A little mental arithmetic will demon- 
strate this. In 1929, the peak year of 
prosperity, there were less than 50 mil- 
lion gainfully employed people in the 
country, and our total national income 
was about 83 billion dollars, or an aver- 
age of some 1660 dollars per worker, or 
about 138 dollars per month. At the 
bottom of the depression in 1932 our 
income was about 40 billion dollars, or 
about 800 dollars per worker, or about 
67 dollars per month. 


MAKING BANKS SAFE 


By RoME C. STEPHENSON 


From the Rotarian 


the deposit insurance plan, both 

from the platform and the printed 
page, that the average banker, not to 
mention the layman, has become al- 
most hopelessly confused. Few are the 
bankers who can consider the subject 
dispassionately. Mention deposit in- 
surance—or bank guaranty, as it is 
more often and inaccurately called— 
and the banker either delivers an ora- 
tion in favor of the plan or else (more 
probably) gets red in the face, stutters, 
and shows every sign of incipient apo- 
plexy. This typical opponent of the 
plan cites at great length the flat failure 
of deposit guaranty plans in the eight 
mid-Western states which tried it a few 
years ago, and proclaims that the Fed- 


S: much has been published about 


eral plan is, by this precedent, inevi- 
tably going to fail and cause tremendous 
financial reverberations—but only after 
draining to the white meat every good 
bank to pay off the losses of the poor 
banks. 

All this is so much oratory or 
muddled thinking. I am familiar with 
the state guaranty plans which failed. 
I happened to be one of the senior 
officers of the American Bankers As 
sociation for some of the years when 
the state funds were going broke. And 
to this extent I agree heartily with the 
critics of deposit insurance, that if the 
Federal plan is administered no better 
than the state plans were administered, 
then it will inevitably fail. 

Right there is the crux of the debate: 
Will banks under the Federal plan be 
permitted the abuses which were toler- 
ated in every one of the states where 
guaranty was tried? If so, then failure 
is inevitable. If not, success is practi- 
cally certain. When we answer this 
question, we have a reasonable basis for 
forecasting. 

Without further preamble, let me as- 
sert unequivocally that the men who 
drew up the Federal plan profited by the 
mistakes of the state guaranty failures 
and avoided them. The state funds 
went bankrupt because they not only 
permitted but also encouraged bad 
banking. None of the state laws had 
teeth in them. The Federal law has 
teeth like a man-eating shark, and al- 
ready has done some highly effective 
biting. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


{The 7000 depositors of the Sixty-third 
and Halsted Streets Savings Bank in the 
Englewood district of Chicago were re- 
quested last month to “come and get 
it.’ The bank intends to close and pay 
everybody. 

“There are no profits in banking 
under present conditions,” said C. H. 
Dehning, president. “The directors have 
decided that the thing to do is to pay 
off all depositors and go out of business.” 

The deposits total $700,000. 


{The Savings Bank Association of the 
State of New York reports that de- 
posits in the savings banks in the state 
have increased $16,920,680 during the 
second quarter of 1934 and over $41,- 
000,000 since December 31, 1933. Total 
deposits on June 30 stood at $5,127,- 
569,884. During the quarter the num- 
ber of depositors rose to 5,840,780 a 
gain of 48,577 for the second quarter. 
The net gain in the number of deposi- 
tors was over 116,000 for the first half 
of this year. 


{The Mosler Safe Company of Hamil- 
ton, Ohio, and New York City has just 
completed arrangements with The Ori- 
ental Steel Products Company of Ka- 
wasaki, Japan, whereby these two cor- 
porations will co-operate in the construc- 
tion and furnishing of bank and se- 
curity vault work for that country. 
The agreement stipulates that the sale 
of this work shall be restricted to Japan 
and its possessions, thus precluding the 
possibility of any of these products be- 
ing reshipped to the United States. 


{Walter von Tresckow has resigned as 
assistant vice-president of Central Han- 
over Bank and Trust Company, New 
York. Mr. von Tresckow, who came 
to this country in steerage in 1909, has 
a record of producing new trust busi- 
ness, with the department he organized, 
at the rate of a million dollars a day 
since 1928. He has been characterized 


as the pioneer in modern trust selling 
methods tin America. 


{Jacque C. Frost has been appointed 
correspondent of The Chase National 
Bank of New York in the central 
southwest and will make his head- 
quarters at St. Louis, Mo., with an office 
in the Boatman’s Bank Building, 314 
North Broadway. Mr. Frost has been 
with the St. Louis and New York offices 
of E. Naumburg & Company, com- 
mercial paper brokers, and since 1931 
has been with Shields & Company, 
New York City. 


{New Hampshire is to have its first ex- 
perience with group banking. Four 
institutions will participate: the Indian 
Head National Bank of Nashua, Wilton 
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National Bank of Wilton, First Na- 
tional Bank of Derry and Rockingham 
National Bank of Exeter. Joint control 
of these banks will be brought about 
through a holding company to be 
known as New Hampshire Bankshares, 
Inc., headed by Harry A. Gregg of the 
Indian Head National Bank. Stock in 
the holding company will be exchanged 
for stock in the four underlying banks 
and it is understood that the majority 
of the stockholders of each of the banks 
have consented to the plan. 


{Schuyler Merritt, chairman of the 
board of the First-Stamford National 
Bank and Trust Company, Stamford, 
Conn., has announced the 100th anni- 
versary of that bank, which was organ- 
ized as the Stamford Bank in 1834. 
“Stamford’s first century of banking has 
been sound banking,” stated Chairman 
Merritt. “It represents a silent promise 
and assurance for the future of Stam- 
ford’s banking and finance.” 


COMING BANKERS CONVENTIONS 


STATE 

Sept. 12-13—Kentucky Bankers Association, 
Louisville. 

Sept. 13-15—Maine Savings Banks Associa- 
tion and Massachusetts Savings Banks 
Association (joint convention), Poland 
Springs House, Poland Springs, Maine. 

Sept. 19-20—Connecticut Savings Bank As- 
sociation, Norwich Inn, Norwich, Conn. 

Oct. 18-19—Savings Bank Association of 
New York, Waldorf-Astoria Hotel, New 
York. 


Nov. 8-9—Nebraska Bankers Association, 
Lincoln. 
GENERAL 
Sept. 10-13—-Financial , Advertisers Associa’ 


tion, Hotel Statler, Buffalo. 

Sept. 17-19—Morris Plan Bankers Associa- 
tion, Westchester Country Club, Rye, New 
York. 

Oct. 4-5—Mortgage Bankers Association of 
America, Edgewater Beach Hotel, Chicago. 

Oct. 22-25—A. B. A. Convention, Washing- 
ton, D. C. 

Oct. 23-24—National Association of Bank 
Auditors and Comptrollers, Washington, 
B.C. 

Oct. 24-26—U. S. Building & Loan League, 

New Orleans, Louisiana. 





THE BANKERS MAGAZINE 








INDEX TO ADVERTISERS 





American Telephone & Telegraph Co. 275 


DE OE “RAR BCION 6 oo inc okie adess ii 
DAG. Gl AUStERIOAGIA. o.cc.ciccccacccces ix 
ee ee | ee eee ere ee ee 334 
Bank of New South Wales.......... xi 
Bank of the Philippine Islands...... 332 
Berlitz School of Languages......... 335 
Canadian Bank of Commerce..... p. 4, cover 


Comtrat Baw CE BWC Waco ic csccewe 329 
Christiania Bank og Kreditkasse.... 328 
Chovelanke “TWraat Geis osc c csidesicsox xii 
Commercial Bank of Greece.... p. 2, cover 


Corn Exchange National Bank and 


Trust Company, Philadelphia...... i 


English, Scottish & Australian Bank, 
NE 6 6. kov 0h Paltaw Dobro iin. t ele’ 40099 iv 


Beetk, Tees PVG. 56 c sc cticeiaws 320 
International Banking Directory 


p. 4, cover 


La Previsora National Bank of Credit 326 


Martins Bank Limited.............. x 
McArdle G@ McRPGhe. os occ sicscccisags 344 
Morris Plan Bankers Association.... 261 


National Shawmut Bank............ 265 
New York Trust Company..... p. 2, cover 
Philadelphia National Bank......... 262 
Skandinaviska Kreditaktiebolaget.... 327 
Union Bank of Australia, Limited... iv 




























